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THE UTILITY CONCEPT IN VALUE THEORY AND ITS 
CRITICS 


The utility theory of value is primarily an attempt to ex- 
plain price-determination in psychological terms. Some traces 
of the recognition of the existence of psychological determi- 
nants of price can be found throughout the history of value the- 
ory. But for our immediate purpose, it will suffice to begin with 
the English classical school. The classical economists borrowed 
from the language of common sense the term “utility,” and gave 
to it the technical meaning of the capacity of a good to satisfy 
desire. They claimed that the existence of utility was pre-essen- 
tial to the existence of exchange value. It was in costs of pro- 
duction, however, that they found the ultimate’ determinants 
of exchange values, and they used ambiguously both psychologi- 
cal (labor pain, abstinence) and objective (money expenditures, 
hours of labor) concepts of cost. Under the influence of Jevons, 
Walras, and the Austrians, writing in the seventies and eighties, 
but with predecessors ignored by their contemporaries,’ the 
emphasis was shifted to demand, and demand was derived from 


* Ultimate, that is, in so far as concerned the scope of their analysis. 
* Notably, W. F. Lloyd in England, 1834; Dupuit in France, 1843; Gossen in 
Germany, 1854. 


369 





370 JACOB VINER 


the utility of the classical school, but with the latter concept 
now elaborated into a psychological law of diminishing utility 
and with special emphasis on marginal utility, or the utility of 
terminal units in the order of acquisition or consumption, as the 
ultimate determinant of exchange value. Jevons and the Austri- 
ans, however, failed to distinguish clearly between utility sched- 
ules and individual demand schedules, and by expressing utility 
schedules in monetary terms, they practically identified them 
with demand schedules, with the consequence that they reasoned 
from equivalence of price-offers by different persons to equiva- 
lence of utility for these persons. In this respect, their predeces- 
sors, Lloyd*® and Gossen,* but not Dupuit,° were more acute in 
their analysis. This error was, however, soon discovered and 
corrected, especially by the mathematical economists of the 
utility school.° Recognition of and allowance for the difference 
between the psychological utility schedule and the objective in- 
dividual schedule of price-offers is now to be found in the writ- 
ings of all the competent contemporary exponents of the utility 
theory.’ Jevons, Walras, and the Austrians either explicitly re- 
jected or ignored the claims of disutility or “pain costs” as an 
independent determinant of price and explained money costs as 
a derivative of demand, leaving marginal utility as the sole ulti- 
*W. F. Lloyd, A Lecture on the Notion of Value (London, 1834), p. 28. 


*H. H. Gossen, Entwickelung der Gesetze des menschlichen Werkehrs (re- 
print of 1889), pp. 82, 83. 

*Vide Léon Walras, Eléments d’Economie Politique Pure (4th ed., Lau- 
sanne, 1900), Pp. 446, 447. 

* Cf., for example, Alfred and Mary Paley Marshall, Economics of Industry 
(2d ed.; Londoa, 1881), pp. 69-70 (the first edition was not available for exam- 
ination); P. H. Wicksteed, Alphabet of Economic Science (London, 1888), pp. 
68 ff. Walras apparently had been in possession of the correct doctrine in 1873, 
when he published his first work (see the Preface to his Eléments d’Economie 
Politique Pure, 2d ed., Lausanne, 1889). 

*Cf., however, B. M. Anderson, Social Value (Boston, 1911), chap. v and 
passim, who attributes to the Austrian school and its followers a constant con- 
fusion between demand curves and utility curves. In his anxiety to make an im- 
pressive list of the utility theorists who have gone astray in this manner, he even 
includes Marshall and Davenport, who have been particularly expert in avoiding 
the error. Some glaring and notorious examples of the error have, however, es- 
caped him. 
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mate determinant. But with few exceptions,® the present-day 
exponents of the utility theory accept disutility as a co-ordinate 
factor with utility in the determination of price.° Under the 
leadership of Marshall, there later became evident a tendency to 
shift emphasis from marginal utilities to utility schedules as a 
whole as factors in the determination of price. 

The utility theory, upon the completion of these stages in its 
development, appeared to have attained its final form, and it has 
undergone no modification of importance in the last thirty years 
or so. In its developed form it is to be found sympathetically 
treated and playing a prominent rdéle in the exposition of value 
theory in most of the current authoritative treatises on econom- 
ic theory by American, English, Austrian, and Italian writers.” 

In the scientific periodicals, however, in contrast with the 
standard treatises, sympathetic expositions of the utility theory 
of value have become somewhat rare. In their stead are found 
an unintermittent series of slashing criticisms of the utility econ- 
omics. Its psychology, it is alleged, is obsolete; its logic faulty; 
its analysis and conclusions tainted with class bias; its service 
to economic enlightenment nil. The critics vie with one another 


in finding terms sufficiently vigorous to express to the full their 
dissatisfaction with it. To cite some characteristic examples: 
“The hocus-pocus of marginal utility does not explain price”; ** 


the utility theory is enmeshed in a vicious maze of circular rea- 


*¥or England, Wicksteed, and for the United States, Alvin Johnson (and 
Fetter?) appear to be the sole important surviving upholders of the original 
Austrian position. 

° Bohm-Bawerk himself, in reply to critics of his doctrine, disclaimed that 
he had ever rejected disutility as an independent determinant of price, but ex- 
plained that he had merely ignored it as not being in controversy at the time. 
He conceded that it was a theoretically co-ordinate factor with utility, though 
practically of minor importance, in determining price (“The Ultimate Standard 
of Value,” Annals of the American Academy [Sept., 1894], pp. 23 ff.; “One Word 
More on the Ultimate Standard of Value,” Economic Journal [Dec., 1894], pp. 
720, 721). His concessions were inadequate, however, to satisfy his critics, and 
are hard to reconcile with many passages in his earlier writings. 


* In France and Germany the developed utility theory has many exponents, 
but has never attained the position of the dominant value theory. 


*™R. G. Tugwell, “Human Nature in Economic Theory,” Journal of Politi- 
cal Economy (June, 1922), p. 330. 
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soning; ** serious injury has been wrought in economic theory by 
“the pernicious concept of utility dragged into economics by 
Jevons and the Austrians,” which “adds nothing to that of value 
and should be abandoned”; ** “Marginal-utility economics .... 
has not contributed and it cannot contribute to the elucidation 
of any practical problem.”"* The critics are not in doubt as to 
the damaging effect of their criticisms. As one of them says:*° 
“The descriptive powers of some newcomers in the theoretical 
field have been brought to bear on accepted doctrine with dev- 
astating consequences. The results might almost be called an 
exposé.” 

On some points the critics could be set off against one an- 
other, some crediting to the utility economics, as its only con- 
tributions, what others attack as its chief errors. But on one 
point the critics are in unison, in the refrain if not always in the 
pitch, and that is that the utility theory rests on an unsound 
psychology. The heart of the utility economics is the law of 
diminishing utility, which maintains that any person acquiring 
or consuming successive units of a good without important in- 
termission of time will derive from each successive unit less 
“utility,” or “pleasure,” or “gratification,” or “satisfaction,” or 
“benefit,” or “ophelimity,” or “capacity to satisfy desire,” than 
he derived from the preceding one.** To use this law in the ex- 
planation of the mode of determination of particular exchange 

* B. M. Anderson, Social Value, passim; O. F. Boucke, “A Unique Situation 
in Economic Theory,” American Economic Review (Dec., 1922), p. 603. 

* F. H. Knight, “Normal Price in Value and Distribution,” Quarterly Jour- 
nal of Economics (Nov., 1917), pp. 67 and 70 n. Knight has subsequently recant- 
ed somewhat, however. Cf. ibid. (Nov., 1921), p. 146. 

*“E. H. Downey, “The Futility of Marginal Utility,” Journal of Political 
Economy (April, 1910), p. 268. 

* Tugwell, op. cit., p. 319. A critic of an older generation can be cited 
whose “descriptive powers’”—more explicitly, his command of the vocabulary of 


derogation—surpassed even that of these “newcomers,” and who was even more 
outspoken in his expression of contempt for the intellectual caliber of the utility 
economics. Cf. H. M. Hyndman, The Economics of Socialism (London, 1896), 
chap. vii, “The Final Futility of Final Utility.” 

* Utility theorists have used all of the terms listed above, and few of them 
have consistently used one term only. For our present purposes, we may take 
them as substantially synonymous. 
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values or prices, it is necessary to establish a causal sequence 
between it and price.)T he utility theorist commonly does this in 
elliptical fashion and by resort to the assumption or argument, 
generally implicit, that the intensity of desire for objects is gov- 
erned by and is quantitatively a more or less accurate reflection 
of the utility or satisfaction-yielding power of the objects. It is 
this leap from utility to desire that involves the psychological 
reasoning which the critics allege to be hedonistic and rational- 
istic.) The causal sequence, fuily expressed, is, according to the 
utility theorists, from (1) a potential or future schedule of di- 
minishing utility of successive units of a good to (2) a more or 
less accurate and conscious anticipation of this utility schedule, 
to (3) a corresponding desire schedule, to (4) a comparison, 
unit by unit, with the desire for what must be given in exchange 
for this good if it is to be obtained, which gives (5) an individual 
demand schedule in terms of the price-good, which compounded 
with the demand schedules of other persons gives (6) the mar- 
ket demand schedule, which is a determinant of (7) price. 

The critics deny the reality of this alleged sequence. The 
hedonism and rationalism which it implies, they assert, are 
either wholly absent from human behavior or are not dominant 
characteristics of it. They point out that men commonly seek, 
not utilities nor pleasure, but objects, and that they do not com- 
monly engage in deliberative and careful comparisons and cal- 
culations of the units of pleasure which successive units of the 
same good, or units of different goods, or units at different stages 
of removal from the present, will yield to them. They ridicule 
the notion that man’s desires are held in leash and spring into 
action only after completion of fine actuarial comparisons of the 
hedonic potentialities of different commodities. 

Modern psychology is clearly on the side of the critics. Men 
do not ordinarily have pleasure, or even pleasures; as the real- 
ized object of their desires. Human behavior, in general, and 
presumably, therefore, also in the market place, is not under the 
constant and detailed guidance of careful and accurate hedonic 
calculations, but is the product of an unstable and unrational 
complex of reflex actions, impulses, instincts, habits, customs, 
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fashions, and mob hysteria. In the light of modern psychology, 
“Let reason be your guide” is apparently a counsel of unap- 
proachable perfection.’ The utility economics, as ordinarily 
formulated, is bad psychology. But what of it? How vital is its 
dependence upon its erroneous psychology? How extensive 
would be the changes required in its mode of analysis and its 
conclusions if all of its psychological elements which were in 
conflict with the current fashions in psychological doctrine were 
either brought into accordance with it or ruthlessly excised? 
The critics, of course, have said that the utility economics stands 
or falls with its psychology, but have they made their case? 


THE UTILITY CONCEPT IN PRICE-ECONOMICS 


Many of the utility theorists in the main confined their value 
theory within the limits of price-economics; that is, they made 
it their chief, if not their sole, concern to explain the mechanism 
of price-determination, without appraising that mechanism from 
an economic welfare or other ethical or quasi-ethical standpoint. 
They probed into the psychological background of objective 
market demand because they desired more light on the character 
and the origin of demand and not because they were interested 
in the consumer’s psychology per se. This can, at least, be in- 
ferred from the fact that the earliest systematic exponents of the 
developed utility theory, notably Gossen, Jevons, Walras, Bohm- 
Bawerk, and Wicksteed, used the law of diminishing utility and 
the concept of marginal utility only or mainly as a means of in- 
troducing and finding a causal background for negatively slop- 
ing demand schedules and market-price equilibria,’* and to ex- 

* Though utility economists have pointed out that too fine and constant cal- 
culation as to the comparative desirability of alternatives would itself be ill ad- 
vised from a rational point of view because of the mental wear-and-tear which 
would result. Cf. Wicksteed, Alphabet of Economic Science, p. 129; H. J. Daven- 
port, Economics of Enterprise, p. 101 n. 

*In this connection, confirmation is offered by Pareto’s development of a 
theory of price-determination, on the basis of Edgeworth’s “indifference curves” 
or series of equilibria of individual preference as between combinations of differ- 
ent commodities, which carries the analysis of the mechanism of price-determina- 


tion behind pecuniary demand schedules without using or reaching utility sched- 
ules (Vilfredo Pareto, Manuel d’Economie Politique (Paris, 1909], pp. 168 ff.). 
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plain why, in the terms of the current conventional graphics, the 
market demand schedule always (or as a rule) “slopes down- 
ward and to the right.” In so far as concerns the main stream of 
doctrinal development, the clear notion of demand schedules 
appears to have been the contribution of the utility theorists 
and to have been suggested by the prior concept of diminishing 
utility schedules.*® As has already been pointed out, some of the 
earlier utility theorists did not distinguish clearly between util- 
ity curves and pecuniary demand schedules. 

I can find no evidence in the writings of the early utility the- 
orists to support the thesis of many of the critics that they 
found their utility doctrines ready to hand in the contemporary 
psychology and that they used these psychological doctrines as 
major premises from which to derive a priori their price-theo- 
ries. Their writings do not show any special acquaintance with 
the psychological speculations current at the time. The refer- 
ences in the earlier literature to psychological sources are very 
few in number, and not otherwise important. The critics have at 
times taken for granted that the economists derived their law of 
diminishing utility from the Weber-Fechner law of the psychol- 
ogists and have assumed that: if they demonstrated, as could 
readily be done, that psychologists as a rule apply the law to the 
sensations only, and not to feelings, they had removed from un- 
der the utility theory of value the foundation upon which it 
rested.”° I can find little evidence that the early utility theorists 
had ever heard of this law.** The resemblance between the 


* Cournot, of course, had given clear mathematical expression to the sched- 
ule concept of demand without relating it to utility, but the early utility the- 
orists were not acquainted with his work. 


* For a recent example, see A. J. Snow, “Psychology in Economic Theory,” 
Journal of Political Economy (Aug., 1924), pp. 493 ff., who refers to Dickinson’s 
appeal to the Weber-Fechner law as if it were a typical example. 


* The only citation to the Weber-Fechner law that I have encountered in 
the early literature of the utility theory is by F. Y. Edgeworth in his Mathe- 
matical Psychics (London, 1881), p. 62. His reference to the law, however, is 
only by way of analogy, and he plainly recognizes that acceptance of the Weber- 
Fechner law does not necessarily lead to acceptance of the law of diminishing 
utility. The only recent instances I can find of economists in the utility tradition 
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Weber-Fechner law and the law of diminishing utility, such as it 
is, seems to be due to similar but independent processes of 
observation or to coincidence, but not to direct derivation of the 
latter from the former. The law of diminishing utility, whether 
sound or not, has been developed by the economists as a product 
of their own observation and has not been borrowed from psy- 
chology.” 

Wherever the utility economists may have obtained their 
psychology, however, it cannot be gainsaid that it is faulty. But 
for the price-economist who wishes merely to make a first con- 
tact between objective price and human psychology, much of 
the theorizing with respect to utilities, and certainly all the he- 
donistic and rationalistic elements therein, are irrelevant to his 
purpose. (If there be substituted for the law of diminishing util- 
ity a law of diminishing desire—or if utility be defined and used 
to signify desire—if all references to gratification, satisfaction, 
benefit, pleasure, pleasantness, pain, irksomeness, and unpleas- 
antness be eliminated, there will remain sufficient to supply an 
immediate psychological background for the concept of the neg- 
atively inclined pecuniary demand schedule, and therefore for 
the explanation of the mode of determination of market price.) 
Diminishing desire need be referred to only to explain diminish- 
ing price-offers as quantity available increases.” The variations 
between the demand schedules for a given commodity of differ- 
ent persons can be explained as due either to differences in the 


who appeal to this law for support of their value doctrines are F. A. Fetter 
(Economic Principles [1915], p. 42), G. P. Watkins (Welfare as an Economic 
Quantity [1915], p. 26), and Z. C. Dickinson (Economic Motives [1922], pp. 
233, 234). 

* TI do not intend to deny that the utility theorists inherited the hedonic ele- 
ment in their theory, the postulate that utility and desire were quantitative cor- 
relatives, from the psychologists. 

* Cf. Z. C. Dickinson, “The Relations of Recent Psychological Develop- 
ments to Economic Theory,” Quarterly Journal of Economics (May, 1919), 
p. 384: “The law of diminishing utility, a purely psychological postulate, 
giving greater precision to the tendency of exchange value of a commodity to 
decrease as the supply of the commodity is increased, has rendered very great 
service in economic analysis.” This particular service can be as fully rendered, 
and with the advantage of freedom from disputatious psychological matter, if 
there be substituted a law of diminishing desire for the law of diminishing utility. 
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intensity of their respective desires or to differences in the inten- 
sity of their aversions to surrendering the price-commodity or 
to both. It is not necessary, moreover, for any purpose proper to 
price-economics, to insist upon either the comparability of desire 
as between different persons or the general prevalence of delib- 
erate and reasoned calculation on the part of individuals of the 
relative intensity of their desires for different units of the same 
or different goods, or to impute to the desires of any person, 
even hypothetically, any quantitative relationship inter se be- 
yond that which can be expressed through the primary function 
of numbers of indicating order. - that the price-economist 
need assume with respect to an individual’s desires is that they 
vary in intensity and that the desire for a further unit of a good 
diminishes with the increase in the number of units already ac- 
quired. 

This avenue of escape from the pitfalls of rationalistic he- 
donism has long been clear to many utility economists) Gide, 
as long ago as 1883, suggested “desirability”** and Wicksteed, 
in 1888, proposed “desiredness”* as a substitute for utility. 
These terms are perhaps objectionable because they unneces- 
sarily objectify desire, but they are otherwise in the spirit of the 
argument presented here. The critics, it is true, have expressed 
impatience with such attempts as the foregoing, which they have 
characterized as unsuccessful endeavors to cover up the un- 
sound psychological presuppositions of their theories by minor 
and deceptive changes in terminology. In so far as price-eco- 
nomics is concerned, however, the critics have relied on vigorous 
assertion to demonstrate that a recasting of the utility theory in 
the manner indicated will not suffice to render it free from he- 
donistic taint without lessening its serviceability as an explana- 
tion of the mechanism of price-determination. 

I have assumed, of course, that there is a law of diminishing 


“Cf. Cours d’Economie Politique (4th ed.; Paris, 1894), p. 55 n. 


* Alphabet of Economic Science, p. 8. Cf., also, H. J. Davenport, “Pro- 
posed Modifications in Austrian Theory and Terminology,” Quarterly Journal of 
Economics (May, 1902), p. 361. The position taken in the text as to the irrele- 
vance to the price-economics of the utility theorists of their hedonistic and ra- 
tionalistic doctrines is essentially that of Davenport in his Value and Distribution 
(1908), pp. 303-10. 
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desire. Certain apparent exceptions to the law can be cited, but 
it is not difficult to explain them in terms consistent with it. The 
collector, for instance, who seeks a complete set of coins, or 
stamps, or first editions, would ordinarily desire the last unit 
necessary to complete his set as intensely as, if not more in- 
tensely than, the first unit. The matcher of pearls may well have 
a mounting desire for successive pearls which match with those 
already acquired, until he has enough for a complete chain. The 
intensity of desire for the second glove of a pair may well be 
more intense than for the first in the absence of the second. In 
all of these instances, however, a complete set is the proper unit 
to take to observe the operation of the law, and the law may be 
expected to manifest itself as between successive sets. The per- 
fect miser’s attitude toward gold coins is probably not in ac- 
cordance with a law of diminishing desire, but the miser presents 
a psychopathic rather than a normal case. He is a collector 
whose initial set is never complete. 

According to the utility theory, as presented above, the mar- 
ket demand curve derives its negative slope from the downward 
inclinations of the desire curves of the individuals in the market. 
If instances should be found, therefore, where market demand 
curves for particular goods were positive in their inclination, it 
might seem to imply that many if not all of the purchasers of 
such goods had positive desire curves for them. Cunyngham has 
suggested as an instance of a class of commodities for which 
there might be a positive demand curve a particular edition of a 
hymnbook which is useful in direct proportion as it is widely 
used.** Goods such as metric measuring instruments or inter- 
changeable parts, or say a telephone, whose direct or instru- 
mental serviceability is dependent to a large degree upon their 
wide use, belong to this class. So also do fashion and style com- 
modities,” as distinguished especially from commodities whose 
virtue lies wholly in their rarity. But this is not a true instance 

* Henry Cunyngham, “Exchange Value, Monopoly and Rent,” Economic 
Journal (March, 1892), p. 39. 


* Fashion commodities, of course, may lose their value if their use becomes 
too widespread. 
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of a positive demand curve in the static sense, and does not at all 
imply positive desire schedules. A person’s desire for successive 
units of such goods will vary directly with the generality of their 
use, but inversely, as for other goods, with the number of units 
he already possesses. The demand of each individual may rise 
as the use of the good spreads, but at any given moment, given 
the extent of its use, he will take fewer units at a high than at a 
low price.”* 

But instances are conceivable of the existence of true, posi- 
tively inclined demand curves. Commodities which have pres- 
tige value derived mainly from their expensiveness may have de- 
mands which for part of their range are positive in inclination, 
as may also commodities whose quality is judged by purchasers 
mainly from their price. In both these instances, however, the 
positive inclination of the demand schedule will be due to the 
fact that at any given price, x, purchasers will desire any nth 
unit more than they would have desired an mth unit at a lower 
price, y. It does not follow that the desire curves will also be 
positive in their inclination, i.e., that at any given price, or irre- 
spective of price, purchasers will desire second and third units 
more than first units. The failure in these instances of the de- 
mand schedule to follow the desire schedules in its inclination is 
due to the fact that for such commodities the desire schedules 
are functions of actual price as well as being variables of it. 

Another possible instance of a positively inclined demand 
schedule may be cited. Assume that wheat is the cheapest food 
in terms of calories, and that a householder needs 2x calories in 
the course of a year. Assume, further, that he has $200.00 annu- 
ally to spend on food and that when wheat is $1.00 a bushel he 
can secure the 2% calories as follows: $100.00 for 100 bushels of 
wheat, giving 11x calories, and $100.00 for other less economi- 
cal foodstuffs, giving 12x calories. If wheat rises in price above 
$1.00 per bushel, the necessary amount of calories can be ob- 
tained only by increasing the number of bushels of wheat pur- 

* If extent of use and price are closely related, it will, however, be difficult 


to separate the influence of price from the influence of extent of use on the 
amount which buyers will take. 
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chased, and decreasing the quantities of other foodstuffs pur- 
chased.** Here is an instance where quantity purchased will in- 
crease as price rises, even though price itself does not contribute 
to the appeal of the good. But even this case can be explained 
consistently with the existence of negatively inclined desire 
curves, if reference is had to J. B. Clark’s reasoning that the de- 
sire for a commodity is really a composite of desires for the vari- 
ous qualities of the article.*’ In this simplified case, what the 
consumer desires is calories and variety, and the desire for calo- 
ries is urgent and provision must be made for its satiation before 
the desire for variety can be satisfied. But once the 2x calories 
are obtained, there may be no further desire at all for calories, 
and the remaining funds will be devoted wholly to the securing 
of variety. Both the desire for calories and the desire for variety, 
however, will be negative in their inclination. 

It should be clear, also, that the utility theory does not posit 
a direct relationship between consumers’ desire curves and the 
market demand schedules of professional operators in middle- 
men’s markets, though critics of the utility theory have some- 
times failed to see this.** The removal of middlemen’s demand 
schedules from consumers’ desire schedules, both as to time and 
as to stages in the process from the beginning of production to 
final consumption, results in certain differences of behavior as 
between them.** A middleman’s demand is governed largely by 
his opinion as to the prospective demand of consumers—or more 
immediately, as to the prospective trend of price—and all sorts 
of influences may contribute to the formation of that opinion, 
some of them intimately connected with the trading process it- 
self. Where buyers are influenced by the behavior of other oper- 


* Cf. Alfred Marshall, Principles of Economics (6th ed.), p. 132. 

” Cf. Distribution of Wealth, pp. 214 ff. It can also be explained by refer- 
ence to the existence of very steeply inclined curves of utility or desire for money. 

\ “ Cf., especially, E. H. Downey, “The Futility of Marginal Utility,” Journal 
of Political Economy (April, 1910), pp. 265 ff. 

* Cf. Alfred Marshall, Principles, p. 100 n: “. . . . The demand for a com- 
modity on the part of dealers who buy it only with the purpose of selling it 
again, though governed by the demand of the ultimate consumers in the back- 
ground, has some peculiarities of its own.” 





THE UTILITY CONCEPT IN VALUE THEORY 381 


ators, whether consciously or not, especially in highly specula- 
tive markets, price-rises resulting from eager bidding on the part 
of some operators are likely to induce like eager bidding on the 
part of others and to result in still further increases in price.** 
Under such circumstances volume of sales is for a time likely to 
show a positive, instead of a negative, correlation with price. 
But such instances neither necessitate any qualification to the 
universality of the law of diminishing desire, nor do they serve 
to discredit the proposition that even middlemen’s demand 
schedules are ultimately dependent upon consumers’ desire 
schedules. 

It has been objected against the validity of the use of a con- 
cept of diminishing desire in value theory that we have no evi- 
dence of diminishing desire except as inferred from diminishing 
price-offers, and that to explain the negative slope of the de- 
mand curve by the existence of a law of diminishing desire and 
in turn to infer the existence of such a law from the negative 
slope of the demand curve is to indulge in circular reasoning.** 

ut the negative slope of the demand curve is a direct infer- 
ence from experience, and the law of diminishing desire is a 
working hypothesis serving to explain the general recurrence of 
that phenomenon. Until it is demonstrated to be contrary to es- 
tablished fact, or until a better hypothesis is available, the law 
of diminishing desire can stand on this fact alone) But the evi- 
dence from introspection, for whatever it may be worth, and 
from the observation of human behavior in other fields than the 
economic market, lends further confirmation to the hypothesis. 
As Lloyd pointed out over ninety years ago,*° our situation with 


* For an early reference to the tendency in speculative middlemen’s mar- 
kets of price-increases to lead to increased eagerness to buy, see Eugene Schwied- 
land, “Etude sur les Rapports existant entre les Prix en Gros et en Détail,” Revue 
d’Economie Politique (1890), pp. 48 ff. 

* Cf., for example, O. F. Boucke, “A Unique Situation in Economic The- 
ory,” American Economic Review (Dec., 1922), p. 603. 

* 4 Lecture on the Notion of Value, pp. 29-30: “It would indeed be diffi- 
cult to discover any accurate test by which to measure either the absolute utility 
of a single object or the exact ratio of the comparative utilities of different ob- 
jects. Still it does not follow that the notion of utility has no foundation in the 
nature of things. It does not follow that because a thing is incapable of meas- 
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respect to desire is closely comparable with the state of our 
knowledge with respect to heat prior to the discovery of the ther- 
mometer. The existence of different degrees of heat was then a 
hypothesis supported only by the fact that it was the only avail- 
able explanation of other resultant phenomena and by introspec- 
tion with respect to sensations. Nevertheless, the lack of means 
of direct measurement of heat did not put it out of the realm of 
scientific discussion even for those most exacting of scientists, 
the physicists. Even with the thermometer, temperature is arbi- 
trarily defined and is measured only indirectly by its effect on 
the height of a column of mercury. The parallel would continue 
to be close if the accepted rule that each equal unit of increase 
of temperature will bring about an equal rise in the mercury col- 
umn were a hypothesis no more susceptible of proof than the 
economic theory of the relationship between diminishing desire 
and, diminishing pecuniary demand. 

_~ of the critics of the utility economics have not con- 
fined themselves, however, to attacks on the validity of its psy- 
chological presuppositions, but have claimed to demonstrate 
that even if its psychology were conceded to be valid it was 
guilty of various logical errors in making its inferences there- 
from. The main conclusion in the field of price-economics re- 
sulting from the utility analysis is that for each purchaser of a 
series of commodities the purchase prices measure the relative 
marginal utilities of these commodities. For the “marginal util- 
ity” concept of the utility theorists, marginal desire may like- 
wise be substituted and will serve equally well the only legiti- 
mate function of the concept in price-economics, namely, as a 
logical device for expressing with greater precision the subjective 
relationships between small, final increments of different goods. 
Substituting marginal desire for marginal utility, this proposi- 
tion may be expressed as follows: The market prices of a series 


urement, therefore it has no real existence. The existence of heat was no less un- 
deniable before thermometers were invented than at present.” For later instances 
of appeal to heat for a parallel with desire, cf. Wicksteed, Alphabet of Economic 
Science, p. 15; Edgeworth, “Professor J. S. Nicholson on ‘Consumers’ Rent,’ ” 
Economic Journal (March, 1894), p. 155. 
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of commodities (if purchasable in small units) measure for each 
purchaser his relative marginal desires for all of the commodi- 
ties actually purchased by him. As has already been pointed 
out, some utility theorists have gone beyond this and in their 
confusion of utility curves and demand schedules, and especially 
because of the dangerous practice of expressing utility schedules 
in pecuniary terms, have spoken of price as measuring the mar- 
ginal utilities of the same goods to different persons and of dif- 
ferent goods to society as a whole. Criticism of this error is fully 
justified, but it should not be directed against the utility school 
as a whole.*® 

n the other hand, there is no merit in the argument of 
those critics who contend that the attempt to demonstrate a 
causal sequence from utility schedules to price must necessarily 
fail once it is admitted that price is not a satisfactory measure 
of utility as between individuals. he price of a particular 
commodity is determined in part by the market demand for it, 
and the market demand is a compound of the individual de- 
mands. The individual demands are, in turn, resultants of the 
contact, for each individual, of his desire to acquire that partic- 
ular commodity with his desire to retain, or to make other use 
of, what must be surrendered to obtain it. In this way individual 
desire schedules are an ultimate determinant of market price 
and have “market significance.” 

* The character and the source of the error can be clearly brought out by a 
quotation from Béhm-Bawerk (Positive Theory of Capital, p. 161): “First, 
since the relations of Wants and Provision among individuals are extremely vari- 
ous, one and the same good may possess an entirely distinct subjective value 
[=marginal utility] for different persons . . . . without which, indeed, it is 
difficult to see how there could be any exchanging at all.” 

To the economist who distinguished utility schedules from individual de- 
mand schedules, it would be obvious, especially if he refrained from expressing 
utility schedules in pecuniary terms, that what was necessary to a profitable ex- 
change between two persons was not that to A goods x and y have a higher 
marginal utility than to B, but that to A the ratio between the marginal utilities 
of goods x and y be different from the corresponding ratio to B. If good x and 


good y each had for A double the marginal utility that they had for B, there 
would be no basis for an exchange. 


* Cf., for example, W. H. Hamilton, in his review of Henderson’s Supply 
and Demand, American Economic Review (March, 1923), p. 93: “His [i.e., Hen- 
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The utility theory of value has also been charged with the 
vicious circle of explaining exchange value by exchange value, 
because it maintains that value is determined, not merely by de- 
sire, but by desire backed up by purchasing power, i.e., value.** 
But this is a charge which can be made with equal force against 
the simple demand-and-supply explanation of value determina- 
tion, since it maintains that demand is a determinant of value 
and defines demand in terms of purchasing power. This alleged 
circular reasoning, however, is merely the perception on the part 
of the utility economists of the mutuality of relationship between 
exchange values. The utility ightly r Sas_ 
being mutually related, each value being an item in a system of 
interdependent values. In its fullest development it would ex- 
plain how with a given set of desire (and aversion) schedules 
and a given distribution of accumulated wealth and of capacities 
for labor, saving, etc., a certain set of prices or exchange values 
would result. But this task has not been found feasible, even in 
the abstract, and the utility theorist confines himself to explain- 
ing selected and minute phases of the process of price-determi- 
nation under hypothetical conditions of stability of the sur- 
rounding situation. Of no stage in his reasoning is it accurate to 
say that it explains value by value, though it is true—and log- 
ically irreproachable—that it makes the value of commodity w 
a function of the values of commodities x, y, and z. If this be 
a vicious circle, there is no merit in avoiding them.** 





derson’s] admission of differences in income as affecting the amounts which pur- 
chasers are willing to pay for an article makes his ‘laws,’ that ‘the marginal 
utility of a commodity to anyone diminishes with every increase in the amount 
he has,’ applicable only to individual economy and robs it of market significance.” 

* B. M. Anderson, Social Value, chap. vi. 

* Anderson first makes an unqualified charge against the Austrians of circu- 
lar reasoning and then proceeds to take most of the sting out of his arraignment 
by the following anticlimax: “If the Austrian analysis attempt nothing more 
than the determination of particular prices, one at a time, on the assumption that 
the transactions are, in each particular case, so small as not to disturb the mar- 
ginal utility of money for each buyer and seller, and on the assumption that the 
values and prices of all the goods owned by buyers and sellers are already deter- 
mined and known, except that of the good immediately in question, it is clear 
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Some defects of Bokm-Bawerk’s exposition of the utility 
theory, which were unfortunately imitated by some later writers 
but which many utility theorists, and especially those using the 
mathematical method, avoided, have given the critics some open- 
ings for well-merited criticism. Bohm-Bawerk at first did not 
have an adequate notion of either utility schedules or demand 
schedules. He built up a continuous demand schedule, which he 
described in subjective terms but expressed in objective terms, 
from a series of discontinuous, individual demand schedules, for 
each of which only one point was given. In his exposition, in 
consequence, the famous “marginal pairs” of buyers and of sell- 
ers were singled out for excessive attention, and to “the marginal 
buyer” was attributed the rdle in price-determination which, 
were it not more logical to attribute it alike to every unit of the 
demand, belonged to the marginal purchases of every purchaser. 
This served to obscure for Bohm-Bawerk himself for a time, and 
for his readers, the true character of the relationship between 
diminishing utility and price. On the basis of BOhm-Bawerk’s 
exposition, many “points” can be made against the utility theory 
which could not be made if the exposition of other representa- 
tives of the school, such as Edgeworth, Wicksteed, or Alfred 
Marshall, Davenport or Fisher, Walras or Pareto, were taken as 
the basis for attack.*° 

(The common criticism of the utility theory, that it is an in- 


that it but plays over the surface of things. If it attempt more it is involved in a 
circle” (op. cit., p. 48). Though some mathematical economists have succeeded in 
relaxing somewhat the severity of these assumptions without becoming involved 
in circular reasoning, this is a fair enough description of what the utility theory, 
in the field of price-economics, has aimed to accomplish. Whether or not this is 
but playing on the surface depends on what is surface and what undersoil, and on 
how deep one must probe before one has penetrated the surface. On these mat- 
ters there is room for much inconclusive and barren debate. 


“ For criticisms of the utility theory resting for their validity on the dis- 
continuity of Béhm-Bawerk’s individual demand schedules, see Anderson, op. 
cit., pp. 29 ff.; Downey, “The Futility of Marginal Utility,” Journal of Political 
Economy (April, 1910), pp. 260 ff. For criticism of Béhm-Bawerk’s use of dis- 
continuous schedules, cf. F. W. Edgeworth, “The Theory of Distribution,” Quar- 
terly Journal of Economics (February, 1904), pp. 189 ff. For concessions by 
Bohm-Bawerk to his critics, see Kapital und Kapitalzins (3d ed., 1912), p. 388 n. 
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adequate because incomplete theory of value,* is really a criti- 
cism of the range of activity of the theorists who have accepted 
the utility theory rather than of the theory itself.) The criticism 
comes from those who want a theory of value which will not limit 
itself to a static or instantaneous flashlight analysis of the value- 
determination process, but which will delve into the origin and 
growth of the wants and desires which lead to the existence of 
exchange values. To subdue their impatience, it might be point- 
d out to them that there are not, and cannot be, such things as 
“complete thearies,” and that Mill’s dictum to the contrary not- 
ithstanding, there will always continue to be some neglected 
hases of the value problem. When they suggest that a static 
eory is of no service, because the consumer becomes a dif- 
ferent person, with a new set of values, every time he buys 
a cigar or a meal, they exaggerate the instability of human 
behavior, and they contradict their own assertions about the 
importance of habit and custom. When they ask for the develop- 
ment out of value theory of a theory of consumption they often 
lay down specifications which call for a theory of life.*? But 
when they demand that there be added to, or substituted for, 
the hypotheses and the observations from crude and limited ob- 
servation a body of fresh and fertile data derived from system- 
atic and comprehensive observation of human behavior, and 
when they charge that utility theorists have unduly limited 
themselves in the range of their investigations, there is force in 
their remarks. There does not appear to be much promise that 
efforts further to refine or elaborate upon the utility theory will 
be productive of results commensurate with the effort involved. 
It may even be true that the theory has already been overrefined 
and overelaborated for all theoretical and practical purposes. If 
the flood of criticism of the utility theory results in diverting 
“ Cf., especially, Thorstein Veblen, “The Limitations of Marginal Utility,” 

in The Place of Science in Modern Civilization (New York, 1919), pp. 231 ff. 


“It is to be regretted that utility theorists have often called their utility an- 
alysis a theory of consumption. It cannot be claimed for the utility theory that 
it does more than open a pathway to the development of such a theory, and I 
see no particular reason for belief that this is the most serviceable avenue of ap- 
proach, even of those already available. 
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effort from its further development to the pursuit of research in 
fresher fields, it will have an important accomplishment to its 
credit. But if the utility theorists have expended too much effort 
on the subtleties of utility analysis, the critics have expended too 
much effort—and venom, also—on criticism thereof. With the 
need for research in new directions so urgent, and the promised 
harvest therefrom so rich, it is somewhat surprising that they 
could have devoted themselves so patiently, persistently, and 
repetitiously to the elucidation of the allegedly palpable errors 
and inadequacies of the older doctrines! 

There must not be denied to the utility analysis, neverthe- 
less, some positive contributions to knowledge in the field of 
price-economics. It has, for the first time, afforded a satisfac- 
tory explanation of the disparity between value in use and value 
in exchange which so puzzled the classical economists. It pro- 
vides a hypothesis, in harmony with what is known of human 
nature, which adequately explains the downward slope of the 
demand schedule and which is as yet alone in the field. It 
throws some light on the causes and the types of interrelation- 
ship which exist between the prices of different goods. It bridges 
the gap, partially at least, between the price or exchange-value 
theory of economics and the psychological “general theory of 
value” of the philosophers. Whether or not these contributions 
are “important” is a matter of individual definition of terms, or 
of individual judgment, or interest. In a subsequent article I 
propose to examine the significance of the utility analysis in the 
field of “welfare economics.” 

Jacos VINER 


UNIVERSITY OF CHICAGO 


(To be continued ) 


WORKERS’ RIGHTS AND THE INTRODUCTION OF 
MACHINERY IN THE MEN’S CLOTHING 
INDUSTRY 


The substitution of machinery for hand processes in indus- 
try has always created a strong and resentful opposition from 
the workers affected by the change. Where the workers were un- 
organized, such opposition was sometimes spontaneous and de- 
structive, but more often it was passive and of necessity short- 
lived. However, where trade unions had secured a fair degree of 
control, opposition to the introduction of machinery became an 
organized effort of serious concern to the employer. 

Opposition to machinery was based chiefly upon a fear, later 
substantiated, that the security of the job would be greatly en- 
dangered. The greater productivity of the machine causes an 
immediate displacement of many workers. Furthermore, there 
existed the fear that the earnings would be reduced. The worker 
knew, moreover, that the machine industry, with its minute 
subdivision of labor, would rob the job of its skill and deprive 
the formerly skilled artisan of all monopoly in the “mysteries” 
of the trade. It would throw the job open to a large class of un- 
skilled workers. 

These effects, resulting in organized opposition to the intro- 
duction of machinery, manifested themselves either in a refusal 
to work on the machine or in a refusal to instal products made 
by it. Where this direct-action policy failed, a different one was 
assumed which accepted the machine process, but resulted in 
limiting and regulating its use. Under this policy we find regula- 
tions stipulating that the machine should be operated by union 
men only; that it should be run a specified number of hours per 
day. The number of workers to operate each machine was also 
limited and the compensation so fixed that the earnings of the 
machine worker would approximate those of the hand worker. 

It is the purpose of this paper to examine the attitude of rep- 


388 
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resentative trade unions toward the introduction of machinery, 
the change of their tactics to meet new circumstances, and to 
compare these attitudes with that in an industry which is highly 
institutionalized and which guarantees to its workers certain 
fundamental rights—the clothing industry. 

When the stone planer was introduced in the stonecutting 
industry about 1890, the Chicago local of the Stonecutters’ 
Union’ asked unsuccessfully for the insertion into the agreement 
with the Chicago Cut Stone Contractors of provisions limiting 
the hours during which the machines were to be operated, and 
requiring that the planers were to be operated by union men. As 
long as few machines were in use, the union did not take a firmer 
attitude, but in 1896 the union insisted that the planers should 
be run not more than eight hours a day, and a three months’ 
strike ensued on this issue. The union was partly successful, 
and a provision was adopted that the machine should be used 
not more than eight hours a day and six days a week. A further 
provision stipulated that the laborers employed on the planers 
were to be displaced by union stonecutters. In 1898 the Chicago 
union demanded that for every planer operated the contractor 
should employ at least four union stonecutters with hammer and 
chisel. The strike which followed resulted in an agreement pro- 
viding for the employment of two stonecutters to every single 
planer and four to a double planer. The success of the Chicago 
union in prohibiting the use of the stone planer induced unions 
in other cities to adopt a similar policy, and demands were made 
prohibiting the shipping of machine-cut stone into cities where 
the union was opposed to its use. In 1900 the national union ad- 
vised the locals to do everything in their power to prevent the 
introduction of the machine in their jurisdictions.” Where ma- 
chine planers were used union stonecutters refused to complete 
the necessary hand finishing, and where the union possessed 
jurisdiction, it refused to set up stone cut by machines. These 

*“Stonecutters’ Union and the Stone Planer,” J. E. Barnett, Journal of Po- 
litical Economy, XXIV, 421. 

* Stonecutters’ Journal (1900), Supp., p. 15. 
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restrictive rules were in operation for many years, but in spite 
of them the machine increased in use. Where the union was suc- 
cessful in preventing its use, the employers were successful in 
circumventing the rule against shipping planer-cut stone to cities 
opposed to its use. Soon this rule broke down and was repealed 
by the national union. Thereafter each local was permitted to 
legislate on the subject in the light of its own circumstances. 
The failure of this positive restriction policy led to the rec- 
ognition of the machine and the adoption of a negative restric- 
tion policy in order to protect the union. Thus there were rules 
restricting the number of hours the planer might be operated, 
requiring that the machine operators should be union men, de- 
manding the employment of a minimum number of stonecutters 
with each machine, and in no case was the planer to be used for 
more hours per day than those worked by the hand cutters. 
The enforcement of these rules was impracticable because 
many of the planers were used at the quarry and the finished 
stone shipped to the cities. In 1906 the rule requiring the em- 
ployment of union stonecutters on the machine was repealed, 
and the doors of the union were thrown open to machine opera- 
tors. All rules relating to the introduction of the planer machine 
were abolished by 1908. 
The policy of opposition and restriction had apparently gone 
too far to be reconciled to the policy of support later adopted. 
The International Molders’ Union adopted a policy in many 
respects similar to that of the stonecutters, and it led to equally 
disastrous results.* The introduction of the molding machines 
was at first entirely ignored by the union. It felt that nothing 
could replace the skill of the hand workers. In very rare in- 
stances were there attempts to prohibit the use of the machine. 
When it began to increase in use, the attitude of the workers 
changed, and they agreed to operate the machines provided 
there was union control of piece prices. The union workers en- 
deavored to make the machine as unprofitable as possible in or- 
der to restrict its use. The leadership of this union was more 


*F. D. Stockton, The International Molders’ Union, “Johns Hopkins Uni- 
versity Studies,” XX XIX, 190. 
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alive to the dangers of the situation, and in 1907 a more liberal 
policy is perceived. They urged that the members of the union 
should agree to work on the machines with the aim of bringing 
out their full capacity provided satisfactory agreements as to 
wages could be made. The organization would be in a position 
where it could hope to control the machine and prevent the trade 
from sinking to the level of unskilled labor. “If the old-line 
prejudices were not dropped, the machine would control the un- 
ion.” The convention voted to “advise members to accept jobs 
upon any molding machine where the opportunity is offered, and 
to endeavor to bring out their best possibilities, and to bring the 
question of machine operation and control to the attention of 
the various foundrymen and associations” (Constitution, 1899). 
The future policy of the union was to establish prices over the 
molding-machine operation and to secure recognition of its juris- 
diction over the operation of the machine.* 

This new policy, in spite of the enthusiasm of the officers, 
failed to bear fruit, however. The members had so long been in 
the habit of considering the machine an evil that they could not 
readily be altered by the sudden change of front by the national 
officers. Moreover, the employers had been accustomed to use 
unskilled laborers at the machines, and found them satisfactory. 
The union had to reckon with a powerful employers’ association, 
the National Founders’ Association, which declared that “it is a 
matter of shop practice outside of the scope of the arbitration 
agreement, and molding-machine operators will not be consid- 
ered molders, in any agreement entered into.” 

The arbitrary removal of the machine issue from the scope 
of the agreement was of advantage to the employers, and this 
the union was soon to realize. A seven months’ strike on the ma- 
chine issue led to no definite result, and the employers intro- 
duced the machine without consulting the union.° There is little 
doubt that the molding machine and the resulting prevalence of 


* International Molders’ Journal (1899), pp. 75, 10. 

® Proceedings National Founders’ Association (1900), p. 35. 

° “Founders and Molders and Molding Machine,” Quarterly Journal of Eco- 
nomics, XXXII, 293. 
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non-union unskilled handy-men molders had made possible the 
open shop in the foundry. Similar to the stonecutters’ union, the 
policy of this union came to recognize the machine, and to secure 
the organization of the machine molder and the operation of the 
molding machine by union men and apprentices. 

The iron- and steel-workers were never strong enough to 
attempt any resistance to the introduction of the machine in the 
actual production of steel. The use of the Bessemer process of 
steel manufacturing had completely changed the relative fight- 
ing strength between the union and the employers. The former 
was unable to resist the reduction of wages. The union agreed 
to reduce rates, provided the machine used had actually reduced 
the amount of work. In regard to the automatic machine for 
nail-making, the union attempted to limit the number of ma- 
chines one man might operate. This was accomplished by the 
union’s definition of what constitutes a job, and then laying 
down the rule that no member might hold more than one job 
(Constitution, 1884). A job was limited to the operation of four 
machines, but the provision could not be enforced because of ex- 
cess production leading to too many men competing for the de- 
creased number of jobs. If the employer could not drive a bar- 
gain with the union that each man operate eight or ten machines, 
he operated with non-union men.’ 

In the building industry opposition to the introduction of 
machinery, with few exceptions, did not result in a definite pol- 
icy. The carpenters’ local unions in several cities have restrictive 
regulations, but the manufacture of building parts and materials 
in factories under union control has not necessitated an anti- 
machine policy. 

The cigar-makers do not permit the use of the union label on 
machine-made cigars, although the union does not prohibit mem- 
bers from working on machines. But even this restriction had 
nearly a disastrous effect on the union. Mr. G. W. Perkins, 
president of the cigar-makers’ international union, in his report 
to the 1923 convention, declared: 


"J. S. Robinson, American Association of Iron and Steel Workers, “Johns 
Hopkins University Studies,” XX XVIII, 120. 
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No power on earth can stop the at least gradual introduction and use 
of improved machinery and progressive methods of production. Any effort 
in that direction will react against those who attempt it. Our own condition 
proves that our efforts at restriction were futile and ineffective and injur- 
ious. Without an exception, any organization, since the beginning of the 
factory system, that has attempted to restrict the use of the improved 
methods of production has met with defeat. 


The machinists’ union has from the outset forbidden its 
members to operate more than one machine of certain types. In 
smaller shops the rule operates to restrict output, for the worker 
is often capable of operating more than one machine. The aim 
of this rule is to prevent the displacement of union workers. The 
new attitude of the union respecting machinery and efficiency 
in general is best illustrated by the Baltimore and Ohio plan for 
participation of the union in production management. 

The policy of the printers’ union toward labor-saving ma- 
chinery has first been a consistent opposition to devices for the 
re-use or duplication of printed matter; the underlying motive 
for such opposition was the desire to prevent the displacement 
of labor.* But the introduction of the Mergenthaler machine 
for linotyping, in 1884, to take the place of hand composition, 
led to an early formulation of a new policy. The convention of 
1888 recommended that “subordinate unions take speedy action 
looking to their recognition and regulation, endeavoring every- 
where to secure their operation by union men on a scale of 
wages which shall secure compensation equal to that of hand 
compositors.’”® The general increase in the use of the machine 
led to the formulation of a definite policy the following year, di- 
recting that practical printers should be employed to run the 
typesetting machine, and that subordinate unions should regu- 
late the scale of wages.*° Thus the union definitely asserted that 
the operation of the typesetting machine was printers’ work, 
and simply an extension of their jurisdiction over machine oper- 
ators. Apprentices were not to be permitted to use the machine, 

*G. E. Barnett, The Printers, p. 182. 


* Proceedings (1888), p. 81. 
% Ibid. (1889), p. 91. 
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and displaced hand compositors were to be given the opportuni- 
ty to learn to operate the linotype. Through this policy of con- 
trolling the use of the machine, rather than opposition to its in- 
troduction, the typographical union has maintained control of 
the industry, and has, on the whole, secured advantages in 
wages and hours. 

In the coal-mining industry, the introduction of machinery 
has led to the development of a policy which aimed to protect 
the machine operator (I. Lubin, Miners’ Wages and the Cost of 
Coal). The union sought to restrict the number of loaders and 
to protect the pick miner from displacement and the machine 
operator from disadvantage. To accomplish this purpose, the 
union sought to restrict the profitableness of the machine to such 
an extent that the machine operator would not have too much of 
an advantage over the pick-mine operator, and the machine and 
the pick miner would be maintained on an equal earnings basis. 
This has been the important question regarding machinery in 
the mining industry. Each wants the largest possible share in 
the profits that arise from the use of mining machinery. The 
question of machine-mining rates became important about 1900, 
when over 20 per cent of the coal produced was machine mined. 
The miners have always contended that the difference between 
the pick- and machine-mining rates should be equal only to the 
amount which will give the owner a fair return on his investment 
in the machine. For more than a fair return (cost of installa- 
tion, upkeep, and depreciation, plus a fair profit) will permit 
machine-mined coal to enter the market on more advantageous 
terms than pick-mined coal. A rate which allows more than a 
fair return would be prejudicial to the income of the miners of 
machine-mined coal as compared with the pick-mined, and also 
put the owner of the machine mine in a more advantageous posi- 
tion than the other. To secure competitive equality, the union 
strove to limit the profits of the machine, for the advantage of a 
large profit might be used to cripple or close the mines which 
cannot use machines. 

The introduction of machinery, or the changes in the meth- 
ods of manufacture in the clothing industry is provided for 
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through the regular process of collective bargaining. Direct- 
action change of methods on the part of the employer is not per- 
mitted, and will meet instant rebuff from workers through their 
union. Successful changes can be introduced only through the 
due process method, guaranteeing to the workers their rights 
and interests in the job and in the conditions surrounding the 
job. We have seen that one of the most potent objections by the 
workers to the introduction of machinery is the fear of displace- 
ment. Holding a job for a long time, the worker soon comes to 
feel a certain vested interest in it—a certain amount of property 
right, and the natural resentment against any new methods of 
production which might decrease the value of this right creates 
a tangible opposition to such change. 

If the interests which the worker considers a property right, 
a vested interest, are in any way affected by the changed meth- 
ods of work, he must be compensated by security in another di- 
rection. Under no conditions can machinery which would result 
in his displacement be irtroduced, if the result would be the 
same. An important and interesting case in the Chicago clothing 
market will illustrate this point. 

A Chicago company (Hart, Schaffner and Marx Trade 
Board, Case No. 962, and Board of Arbitration, Case No. 38, 
New Series, January 23, 1924) transferred some of the work 
formerly done by the vest-trimmers in the vest shop to the main 
trimming-room. This change modified the amount of work on 
the operation. It also reduced the total amount of work for the 
vest-trimmers so that there was an insufficient quantity of work 
for all the men in the section. The company applied for a rate 
for vest-trimming. A rate was made by the regular rate commit- 
tee, but the chairman of the Trade Board “would sign no specifi- 
cation authorizing its use until it was clear how many trimmers 
would be found to be in excess for the modified operation, and 
how they would be assigned.” The Trade Board thus refused to 
sign a specification for a new piece-rate until an arrangement had 
been made taking care of the excess of trimmers. The case was 
taken by the company on appeal to the Board of Arbitration, 
with the contention that the Trade Board has no right to bring 
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in an extraneous consideration like the surplus of workers, 
either in arriving at the rate or in putting it into effect. The 
Board of Arbitration decided that the company, according to 
the agreement, has no right to take work from one class of work- 
ers, causing them to lose earnings, while their work is given to 
some other class. 


If the company finds it necessary to make such a change, it must either 
provide other work to maintain the earnings of those whose work has been 
taken away, or else it must pay them for all the time that they lose because 
their work has been taken away. It is the intent of the agreement to permit 
the management a free hand in making improvements and changes in the 
methods of manufacture, but this is not to be done at the expense of the 
workers. Therefore, if the firm insists on putting into effect the new meth- 
ods of vest-trimming before it has made provision for taking care of the 
excess of trimmers caused by this action, the Trade Board may permit it on 
condition that every vest-trimmer who has not been provided with other 
work should be paid for any earnings he may lose because of the changes in 
the methods of manufacture. 


Thus we see a change in the methods of manufacture made 
to conform to efficient production, and at the same time protect 
the interests of the workers by compelling the firm to give them 


other work or pay them for loss in wages because of this change. 
The employer may change methods of manufacture, but not un- 
der such conditions that one of the parties to the agreement 
would be put out of business. Both parties must stay in busi- 
ness. Such decisions are, to be sure, a negative restriction on the 
employer’s right to make changes and improvements, negative 
in so far that he is restrained from making the change if it is to 
be at the expense of the workers. Of course, the workers must 
prove that the changed methods of manufacture injure them. A 
recent case will illustrate this point (H.S. and M. Trade Board, 
Cases No. 1051 and 1076, and Board of Arbitration, Case No. 
51, March 7, 1924). 

The company desired to change the methods of cutting lin- 
ings so that only one “cutting-ticket” will be used where the 
goods are of the same model or pattern. The custom had been to 
make out two “cutting-tickets,” one for the suits which were to 
have plain linings, and the other for the suits to be silk lined. 
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The union objected to the change on the ground that such a 
“procedure will result in still further limiting the amount of 
work available for the cutters,” that “too many cutters are now 
out of work, and the methods proposed by the company prac- 
tically cut the present force of the cutters in half.” In the light 
of the previous decisions, the question to be decided was wheth- 
er the cutters would be injured by the change proposed by the 
company. The Board held, after a careful investigation, that 
“no cutter will be displaced by the proposed change, . . . . and 
the change is therefore merely a matter of improving efficiency 
in the cutting-room without any injury to the cutters. Such a 
change the company is authorized by the agreement to make, if 
it is properly taken up with the cutters’ commission.” 

In another case (H. S. and M. Board of Arbitration, Case 
No. 50, New Series, March 7, 1924) the company proposed to 
change the method of handling interlining, to which the union 
objected because it maintained that it would take away work 
from the trimmers. Here also “the Board of Arbitration cannot 
see in this small change any injury to the trimmers, whereas it 
will be a more efficient method of handling the interlining. No 
worker is displaced by the improvement, and the improved effi- 
ciency of the method may enable the firm to sell more suits, and 
thus increase the total amount of work for the trimmers.” 

The union has at times attempted to question the company’s 
right to close a shop, on the ground that some workers may be 
displaced, but this right is upheld in a recent decision permitting 
the firm to close a mail-order shop and “distribute its mail or- 
ders in a manner it deems more efficient.” But the usual injunc- 
tion is that “the workers are not to be thrown out of work, but 
are to be distributed among the other shops.” The same princi- 
ple has been applied in all merging of shops, whether done be- 
cause of a desire to route work more efficiently or because of 
slack work. 

Neither can changes in methods of work affect the workers 
adversely as to customary allowances or conditions. The cutters 
in the Chicago market work on the basis of a standard of pro- 
duction worked out by the Board of Arbitration and agreed up- 
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on by the union and the company. The wages of the cutters 
fluctuate above a minimum, depending on a percentage produc- 
tion of the standard. Therefore, when the company attempted 
to make a change in the method of cutting suits which would 
necessitate a reduction in the time allowance made to the worker 
toward the standard, the Board of Arbitration held that “the 
company is within its rights in cutting coats and vests separately 
from pants if it so desires. But in doing this it may not change 
the allowance which the cutters have hitherto received for cut- 
ting down sizes. .... The change in method cannot be used 
as a means of changing time allowance” (H.S. and M. Board of 
Arbitration, Case No. 64, New Series, July 10, 1924). 

The procedure in the Cleveland clothing market is in many 
respects similar to that used in Chicago; the same guarantees to 
the workers being insisted upon as a prerequisite for the intro- 
duction of any new methods of manufacture or of machinery. 
In one case (No. 209, August 7, 1924) a firm desired to make 
certain changes in trimming “involving the cutting of more than 
one model together.” The union objected to the proposed change 
on the ground that it had not been agreed upon when the stand- 
ards were made, and that it involved more work. In making the 
decision, the trade board held: 


The agreement specifically provided that the firm shall be free to intro- 
duce improved methods of manufacturing and new machinery, and it guar- 
antees protection to the workers against losses from such changes. These 
changes cannot be made at the expense of the workers and if the new meth- 
ods involve more work, then the trimmers are entitled to additional pay for 
additional work. Since the standards for trimming do not clearly provide 
for the combination of models, the management may not arbitrarily issue 
an order requiring the trimmers to cut the canvas according to new meth- 
ods. 





In this group of cases we see developed the principle that 
changes in methods of manufacture, though recognized as an 
inherent right of the management, cannot be made at the ex- 
pense of the worker. It amounts to a guarantee of his right to 
the job and the conditions surrounding it. We come now to a 
group of cases dealing with the actual change from the hand to 
the machine process of doing the work, and though the princi- 
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ples established above are retained here, the methods used in the 
introduction of machinery, the arguments of the union against 
their introduction, and the consequent developments are of 
striking contrast to the study developed in the first part of this 
paper, where employee-employer relationship is organized on a 
more elementary basis than in this industry. 

In a case of recent date (H. S. and M. Board of Arbitration, 
No. 69, August 14, 1924) the company desired to change the 
operation of tacking plain edges from hand to machine, and ap- 
plied to the rate committee for a rate to have this work done by 
machine. At that time the work was being done by week work- 
ers. It was agreed that if piece-work machine operation was 
brought in, six or seven of the eight week-workers would be dis- 
placed. The company, in view of previous decisions, proposed 
to place these displaced workers in other shops on other opera- 
tions. The union objected to placing this work on piece work on 
a machine, on the ground that it could not be done except at the 
expense of the workers. The union further contended that to 
transfer the displaced workers to other shops on other opera- 
tions, which were already overcrowded, would reduce the earn- 
ings of the workers, and would violate a previous decision (in 
Case No. 38) of the Board of Arbitration, which held that “‘it is 
the intent of the agreement to permit the management a free 
hand in making improvements and changes in methods of manu- 
facture, but this is not to be done at the expense of the workers.” 

The union contended that the company may not introduce 
piece work in the section and assign the surplus workers so as 
to overcrowd sections and reduce the earnings of the workers. 
In view of these facts “the Trade Board is unable to find ground 
for granting the application of the company. The machine meth- 
od with piece-work rate cannot be introduced without displacing 
workers, and these workers cannot be reassigned except at the 
expense of themselves and their fellow-workers. The intention 
of the agreement to permit changes and improvements, but not 
at the expense of the workers, is not met in this instance, and the 
Trade Board must deny this application to inaugurate the ma- 
chine method.” 
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The company appealed this decision to the Board of Arbi- 
tration on the ground that the Trade Board chairman failed to 
function when he refused a rate on the machine operation. But 
in affirming the decision, the Board of Arbitration (Case No. 
69, New Series, August 29, 1924) held that the workers have a 
right to know what is to be done with those hand workers who 
are to be displaced by the machine operation. A rate to be set 
must be based on the earning power of the hand workers. The 
company cannot put the entire burden of making a change from 
hand to machine work on the workers, and the Board recom- 
mended that “it is better to wait until some kind of other work 
can be provided for the workers who are displaced.” 

Few obstacles exist to changes in manufacturing process 
from hand to machine labor, providing the employer is willing to 
meet the obligations of protecting in every reasonable way the 
interests of the workers. In one case (Chicago Market Deci- 
sions, No. 400, November 26, 1920) the firm requested a decision 
from the Trade Board with reference to its right in substituting 
canvas-basting by machine for canvas-basting by hand. The 
Trade Board ruled that the substitution might be made, provid- 
ing one of the hand workers was placed on the machine at a rate 
which would protect his earnings, and the other two given suit- 
able work and their earnings not reduced. While learning the 
new operations on the machine, the worker was in this case guar- 
anteed his earning capacity for three weeks, and the permanent 
rate for the operation on the machine was based on the current 
hour-rate of the worker. 

A definite principle is thus established whereby the company 
may introduce machinery, but in so doing it must not only retain 
the workers, but must not, in the reassignment of the workers to 
other operations, reduce the earnings of themselves and others. 

Next to the fear of displacement, the worker opposed intro- 
duction of machinery because he feared that his earning power 
would be adversely affected. In the clothing industry he is pro- 
tected against displacement, and the principle that new rates 
must be based on old ones fortifies him against a substantial re- 
duction in earnings. A new machine, in the third place, can be 
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manned only by the worker who had done the work by hand, 
and it cannot be operated by a new worker who has had a lower 
earnings base. A case arising a few years ago involved the ques- 
tion as to whether the shop trimmers or the “joker-sewers” 
should man a stamping machine which would perform the work 
theretofore done by both. The case dealt most particularly with 
the price to be set—whether it should be based upon the earn- 
ings of the trimmers or of the joker-sewers. The Trade Board 
found that a machine was being substituted for handwork in the 
trimming section, and ruled that the work on the new machine 
should be assigned to that section. The company appealed from 
this decision on the ground that the machine is a substitute for 
joker-sewing, and that it should not be forced to use persons 
(trimmers) on the machine who are unfitted for the work and 
pay “an absurdly high price for the simple work required.” The 
union contended that if the workers’ rights are to be conserved, 
and if opposition to the introduction of machinery is to be avoid- 
ed, trimmers must be used to operate this machine. The issue as 
stated by the Board of Arbitration is “whether the company 
may employ new and cheaper help on the machine or must em- 
ploy the workers who did the work by hand,” and fix prices 
based on their hand-operation earnings. Since most of the hand- 
work on this operation had theretofore been done by the trim- 
mers, the Board ordered that “the trimmers should be placed on 
the machine, and a price made which, with efficient operation, 
will yield trimmers’ earnings. This decision does not give the 
company the greatest immediate gain from the new machine. 
The chairman is of the opinion, however, that the company’s in- 
terests are best served in the long run by avoiding the develop- 
ment of opposition to machinery and new methods” (Trade 
Board Case No. 253 on Appeal to Board of Arbitration, March 
16, 1921). 

This principle, that no change in the process of manufacture 
should be allowed to reduce the earning power of the workers, 
was laid down in an earlier decision by the Board of Arbitration 
(November 23, 1916): 
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It [the Board] agrees that there is nothing in the agreement which pre- 
vents the introduction of machinery for the purpose of saving labor and in- 
creasing efficiency, even though its introduction may reduce and displace 
the hand workers usually employed in the affected sections. But in fixing 
the scale of wages for the operation of such machinery, the Board believes 
the company is restrained by the agreement and by the precedents and 
practices hitherto obtaining from reducing the earnings of the workers em- 
ployed in the section below the level of the standard provided for in the 
agreement. 

The Board bases this decision on the uninterrupted practices hitherto 
prevailing of not permitting any change in the process or operation to oper- 
ate in such a manner as to reduce the earnings of the workers involved, 
which practice is justified by the following specific provision: “Change of 
prices must correspond to change of work, and new prices must be based 
upon old prices where possible.” 


The provision that the introduction of machinery is not to 
injure the worker’s earning capacity is hardly capable of strict 
construction, and many modifications have been made in par- 
ticular circumstances. In one case (Trade Board No. 202, New 
Series, Chicago Market) steam pressing machines were intro- 
duced to take the place of hand pressing, and this change neces- 
sitated the transfer of one presser to another operation. This 
presser’s rate was one dollar an hour, whereas the rate for the 
operation to which he was to be transferred was thirty-five dol- 
lars for a forty-four-hour week. The union requested that the 
presser’s rate should maintain, but the Trade Board held that 
“previous decisions setting forth the principles for the introduc- 
tion of machinery do not contemplate that displaced workers 
should be guaranteed the same wages as before. They are to be 
given suitable employments wherever possible.” The rate was 
set at thirty-eight dollars, until he was transferred to another 
shop at pressing work. 

No attempt is made to maintain in a strict sense the earning 
power of those workers displaced by the machine process and 
transferred to other operations. The earning capacity on these 
operations usually approximates that of the one from which the 
men have been displaced. But for the particular operation where 
the machine is introduced, the workers maintain their earnings, 


























WORKERS’ RIGHTS IN MEN’S CLOTHING INDUSTRY 403 


since the new rate for the machine process is based on the old 
hand-process method. A further modification of the rate to gov- 
ern machine operation was made in favor of the union. “If ma- 
chine work displaces hand work and calls for no more skill, the 
principle that in changing from hand to machine operation the 
previous earning on handwork will determine the rate and earn- 
ings on machine operation is sound,” but where there is a change 
in skill required on the machine process as compared with the 
hand process, “a new rate must be based on the amount of skill 
necessary” (Chicago Market Decisions, Trade Board Case No. 
577, New Series). 

In the introduction of machinery the piece-work rates are 
based on the earnings of the hand workers, i.e., the earnings im- 
mediately preceding the introduction of machinery. Where these 
hand earnings were unusually low at the time of its introduction, 
the union asks for a revision of rates (Chicago Market Deci- 
sions, No. 376, October 11, 1920). 

When a rate is set, the speed of the machine is taken into ac- 
count. Should a different type of machine be substituted later, 
having a greater or lesser speed, the rate must be changed ac- 
cordingly. In one case (Chicago Market Decisions, Trade Board 
No. 650, New Series, April 21, 1924) the union complained that 
“different machines have been installed in the pocket-making 
section which make the work harder, and requests readjustment 
of piece-work rates or the return of the machines previously 
used.”’ The firm did not deny that the new type of machine was 
slower, but contended that “these machines were in use when 
the rate was set.” After investigation the Trade Board found 
that both types were used at a time when rates were not in dis- 
pute, and directed that the same proportion of each type of ma- 
chine now be used as existed before, or that. there be an adjust- 
ment in rate if the slower machine is used exclusively. 

These decisions definitely recognized the right of the worker 
to his job and the vested interest in the earnings of the job. 
With these in view, the employer is at liberty to introduce ma- 
chinery and change methods of production to a more efficient 
basis. The early decisions were instrumental in eliminating the 
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anti-machinery and anti-improvement attitude on the part of 
the workers, because the basis for such opposition is removed. 

The same principles developed in the Chicago clothing mar- 
ket are applicable in the men’s clothing industry of New York, 
Rochester, and Cleveland. Local conditions have resulted in a 
few changes and modifications, but on the whole, the same form 
of agreement, the same union, and in many cases the same ar- 
bitrators, have created a similarity of principles. 

In the New York men’s and boys’ clothing industry, the 
question of the introduction of machinery and its effect upon the 
workers was submitted to a conference of representatives of the 
union and the employers. On the general question of the desir- 
ability of the use of machines there was no disagreement be- 
tween the employers and the union. “Both parties express the 
desire to promote progress in the industry by the use of new in- 
ventions and new machinery. The union asks, however, that this 
progress shall not be at the expense of the wage-earners; that 
regulations be established which will safeguard the wage-earners 
against injury or loss from the introduction of new machines.” 
As to the proper safeguards against loss to workers through the 
use of new machinery, considerable difference of opinion devel- 
oped. The regulations agreed upon with regard to the steam 
pressing machine to take the place of hand pressing are indica- 
tive of the general tone: 

1. The union is to be notified before the machines are intro- 
duced. 

2. A joint committee is to determine and investigate wheth- 
er the conditions necessary to protect workers have been met, 
and the number of machines to be introduced. 

3. Physical and sanitary conditions of the shops shall be 
such as to make possible the use of machines without injury to 
the health of the workers. 

4. Pressers, because of age or other physical conditions, are 
not to be required to work on the machines. 

5. The same scale of wages is to be in effect for all pressers. 

6. No steam pressing machines are to be introduced in 
shops employing less than six “off-pressers.” 
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7. No presser is to lose his job because of the introduction 
of new machinery, and the pressers are to have full-time work 
when the rest of the shop is employed full time. 

To the union’s proposal that “in case of increasing number 
of operating machines, the number of pressers shall be increased 
proportionally” no agreement could be reached. This proposal 
was made in order to prevent the employers from throwing out 
of work the pressers employed in the so-called “outside shops,” 
but the Board of Arbitration refused to make a general ruling on 
this matter, and left the question to be decided by conference in 
each particular case. In view of the points agreed upon in con- 
ference by the union and the employers, the Board of Arbitra- 
tion wrote the following decision, significant for the general pro- 
cedure followed in the introduction of machinery in the New 
York market: 


The general principle to be applied is that new pressing machines may 
be used provided the workers affected thereby suffer no loss. To carry out 
this general principle the following regulations are made: 

1. Before any steam pressing machines are introduced in an “inside 
shop” the employer is to notify the union of his intention, stating the num- 
ber and kind of machines to be installed. 

2. Upon receipt of such notification, the pressers’ union and the com- 
pany shall appoint forthwith a joint committee to investigate the matter 
and to determine whether the conditions necessary to protect the workers 
have been met. 

3. The physical and sanitary conditions of the shop where it is pro- 
posed to instal the pressing machines shall be such as to make possible the 
use of the machines without injury to the health of the workers, and the 
joint committee is to determine in each particular case whether individual 
boilers are to be used or a central boiler-plant required. 

4. No presser on whom it will be a hardship because of age or other 
physical conditions shall be compelled to work on steam pressing machines. 
He shall continue to work by hand as heretofore. 

5. A scale of wages which shall be the same for all pressers, whether 
working by hand or machine, shall be agreed upon wherever steam ma- 
chines are installed. 

6. No presser shall lose his job because of the introduction of the 
pressing machine. The same number of pressers shall be employed as be- 
fore the introduction of the machine. The pressing section is to work full 
time when the rest of the shop is working full time. 
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7. No steam pressing machine is to be introduced in any shop now 
employing less than six off-pressers. 

8. When a shop is enlarged by increasing the number of operating 
machines, the question whether the pressing section should also be enlarged 
shall be determined by a joint committee (General Award and Ruling No. 
5, July 12, 1921). 


We see in these general regulations to cover the introduction 
of machinery provisions for the protection of the workers 
against loss of job, loss of earnings, or loss of the conditions sur- 
rounding the job. Especially significant is the provision that 
those workers who are too old to operate a machine are to be re- 
tained as hand workers at the same rate of pay. There is little 
doubt that this policy resulted in the elimination, or at least in 
the reduction to a minimum, of the objection and opposition to 
the introduction of machinery and improved methods. How- 
ever, at times, for self-protection, the union is compelled to as- 
sume an attitude of apparent opposition, but this is always 
found to be due to the peculiar circumstances of the situation. 

A general question of the introduction of special and basting 
machines could not be agreed upon by the joint committee of the 
union and the company, and was referred to the Board of Arbi- 
tration for decision. The union reiterated its position that it was 
not opposed to the introduction of new machinery, and present- 
ed certain measures to safeguard the workers against loss from 
their introduction. The main points of disagreement centered 
around two requests of the union. The first of these was that the 
machines were to be introduced gradually. This request was 
made because a great many workers were then unemployed, and 
if many machines were introduced at once, unemployment would 
be increased; whereas a gradual introduction would prevent dis- 
location of the industry and would insure co-operation of the 
workers. Secondly, the union requested that a minimum num- 
ber of operating machines be required for the introduction of 
basting machines. This is a definite restriction comparable to 
the restrictions of unions cited in the early part of this paper. 
The purpose, however, was to insure employment to the dis- 
placed people. In small shops there would be little opportunity 
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to find work for the displaced people. To this the employers re- 
plied that there were few very large shops in the market, and 
that the use of the basting machine would practically be prohib- 
ited by any such regulation. 

The Board of Arbitration upheld the union on the first point, 
but as to the requirement for a minimum number of operating 
machines to every basting machine, the Board refused to lay 
down a general ruling. It preferred to decide each case upon its 
merits because of the great variety of circumstances necessary 
to a proper consideration. 

In the enforcing of these regulations many new phases were 
introduced into the situation requiring interpretation. In one 
case (No. 14, August 16, 1921) a firm, in accordance with the 
general regulations, notified the union of its desire to introduce 
machinery in pressing. The union would not agree to the pro- 
gram, though the employer met every requirement for the pro- 
tection of the workers, for sanitation and safety in the shop, and 
for the retention of all the men doing the work by hand. The 
union introduced a new issue by questioning the employer’s 
right “to instal five machines in this shop, because the firm has 
not enough work for five machines and five hand pressers. If 
all the pressers are to be kept on, some of them will have to be 
paid for doing practically nothing, and no house ought to be per- 
mitted to have more machines than are needed to take care of 
the production of the shop and employ all its pressers.” Fur- 
ther, “the union objects to one man operating two pressing ma- 
chines, and contends that this is entirely unjustified.” In the 
latter objection we see a reminder of the “make work” theory, 
though the objection may have been based on other grounds. 

The Board of Arbitration held that in retaining all of the 
pressers who did the work by hand, in maintaining their wages, 
and in keeping the sanitary conditions of the shop satisfactory, 
the firm was keeping within the agreement, and held that “un- 
der circumstances like these, when the workers are fully pro- 
tected in their jobs, their wages, and their health, there can be 
no justification for opposing the use of improved machinery,” 
and the employer, in having met all the regulations, has a right 
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to introduce the machines. The Board did not pass on the ques- 
tion of one man using two pressing machines, but it is to be in- 
vestigated further. Subsequent decisions secured the same re- 
sults as in the Chicago market, but the complexity of the prob- 
lem was greatly increased by the small establishments with 
which the union had to deal. 

The introduction of machinery involves first an objective 
test participated in by union members and company officials un- 
der the supervision of a price committee for the purpose of ar- 
riving at a reasonable rate, based, of course, on the present earn- 
ing power of the workers. If the price committee cannot agree, 
the rate is set by the Trade Board, based on the objective test of 
actual production on the machine. 

After the installation of the machine is approved, the ques- 
tions of the amount of work to be done on it and the rate to be 
set for this work are very important. In many of the pressing 
sections the interest of quality makes it necessary that the work- 
er’s production per day be limited to a maximum number of 
coats; this is his quota. The actual procedure of determining 
the quota on machine pressing is interesting and illustrative of 
the bargaining psychology of collective action. The quota which 
is finally determined and the rate set are the result of an actual 
test influenced by many psychological factors: by the circum- 
stances of the particular situation, by the importance of the op- 
eration in question, by the power of the union at a particular 
time, by the history of the introduction of machinery for the par- 
ticular establishment, and other factors which tend to make the 
case of one side or the other stronger or weaker at any given 
time. A case growing out of the introduction of machinery for 
pressing sack coats in the Chicago market will indicate the hig- 
gling process very clearly. 

The company and the union had been engaged in the proc- 
ess of making tests for the setting of quotas for “off-pressing” 
coats. Failure to come to any decision led both sides to call in 
the arbitrator and request him to fix the quotas. Records of the 
production of union pressers while operating the machines on 
week work were submitted in evidence, and also the records of 
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the production of the company men who were tried out on the 
machines. The Board of Arbitration stated that: 


These records do not give a fair idea of what the quotas should prob- 
ably be, for the reason that the union and the company both gave in criti- 
cizing the records of the other party. 

The company contended that the output per day while the off-pressers 
worked on week work was below what they could normally produce, be- 
cause they were holding back in order to get a low quota and a correspond- 
ingly high price fixed for the work. The union, on the other hand, pointed 
out that while the company’s men who were tested out produced more than 
the regular pressers, much of their work was unsatisfactory to the quality 
department, and also that the company’s men were not given the more diffi- 
cult work The Board finds that to some extent both of these criti- 
cisms are correct, and therefore fair quotas and prices cannot be set on the 
basis of these records alone. 

It is possible, however, by comparing these records with the output of 
union off-pressers working on machines in other houses which manufacture 
garments of like quality, to estimate what would be a fair and reasonable 
quota under normal conditions. Also, we know what off-pressing, both by 
machine and hand, costs in other houses making coats of similar quality, 
and the cost of pressing coats in this shop must be set reasonably close to 
the cost of these competing houses. 


Thus the quota finally set as fair and reasonable, calculated 
on the basis of the earnings of the pressers when working by 
hand, is a composite of many factors taken into consideration. 


WittiaM G. HABER 
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THE TRADE UNION EDUCATIONAL LEAGUE AND 
THE AMERICAN LABOR MOVEMENT 


I 


During the last three years an important propaganda has 
been carried on in the American labor movement by a group of 
radicals under the leadership of William Z. Foster. These radi- 
cals desire to win the trade-union movement away from the 
long-accepted principles of craft unionism and non-partisan po- 
litical action and to substitute therefor the principles of indus- 
trial unionism and independent working-class political action. 
The goal which these radicals urge upon the American working 
class is a communistic state in America similar to that now exist- 
ing in Russia. The organization through which this propaganda 
is spread is the Trade Union Educational League. 

Not often does one find an organization so completely domi- 
nated by the philosophy and personality of one man as is found 
in the case of the Trade Union Educational League. William Z. 
Foster has been the moving spirit of the League from the very 
beginning; without him it would probably have gained very little 
influence in the American labor movement. Owing to the pre- 
dominant part played by Foster in the founding and upbuilding 
of the League, it will be well to give a brief account of his life 
and philosophy. 

Foster has been associated with different groups of working- 
men ranging from the extreme right wing of the labor movement, 
as represented by the A.F. of L., to the extreme left wing, as rep- 
resented by the Workers’ or Communist party. In 1900, when 
he was nineteen years of age, he became a socialist; but in 1909, 
owing to his radical tendencies, he was expelled from the Social- 
ist party. Soon after this he joined the Industrial Workers of 
the World, took an active part in the “free-speech fight” in Spo- 
kane, Washington, and was arrested in connection with his work 
there. In 1910 he went to Europe, where he spent thirteen 
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months studying the labor movements of France, Germany, Au- 
stria, and other countries. He was a delegate from the I.W.W. 
to the Budapest conference (1910) of the International Trade 
Union Secretariat, and objected to the seating of Vice-President 
Duncan of the A.F. of L. as a delegate to that conference, on the 
ground that the A.F. of L. was a capitalistic institution. He held 
that the I.W.W. was the only real organization of working peo- 
ple in the United States. 

While in Europe he became a syndicalist, and determined 
henceforth to oppose the I.W.W. policy of dual unionism, that 
is, the policy of setting up new unions designed to replace those 
already existing. When he returned to America he tried to in- 
duce the members of the I.W.W. and other revolutionaries to 
rejoin the trade-union movement, but without avail. He then 
left the I.W.W. and in 1912 organized and became secretary of 
the Syndicalist League of North America. This organization at- 
tempted to propagate syndicalist tactics and principles among 
all groups of organized and unorganized workers on the conti- 
nent. It emphasized the class struggle and tried to persuade the 
militants to work within the already existing unions rather than 
to break away and start new ones more to their liking. Political 
action was condemned as being worse than useless. For a time, 
the S.L. of N.A. made quite a stir, and secured a grip upon the 
labor movements of many cities; but the workmen generally did 
not espouse it, and it passed out of existence after two years of 
activity. 

Foster made a second attempt to organize the radicals with- 
in the regular trade unions in 1916, when he founded the Inter- 
national Trade Union Educational League. A few groups were 
set up here and there, but the League acquired little influence 
and expired in 1917. 

Foster then apparently became a “regular.” He was secre- 
tary of the campaign put on by the Chicago Federation of Labor 
to organize the stockyards workers, and was thus associated 
with the prominent regular trade unionists of Chicago, among 
whom were John Fitzpatrick, Edward Nockels, and Victor A. 
Olander. This was in 1917. Later, when the effort was made to 
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organize the steel-workers, Foster was again made secretary, 
and demonstrated remarkable ability as a promoter, organizer, 
and administrator in the great strike which followed. He was in 
the Pittsburgh district, where the fight was hardest and the work 
the most difficult. During the period when he was on friendly 
terms with the labor leaders of Chicago, he was unanimously 
elected by the Chicago Federation of Labor as its delegate to the 
A.F. of L. convention. Until a few months ago he was a delegate 
to the C.F. of L. from Local 453 of the Brotherhood of Railway 
Carmen of America. 

During the time when Foster was a “regular,” he apparently 
did not change his fundamental views, for in November, 1920, 
he founded the Trade Union Educational League, which is his 
third attempt at organizing the radicals within the old-line trade 
unions. Communism in America, as exemplified by soviet Rus- 
sia, is the ultimate goal of the movement, and the means to be 
used in putting it into effect are in the main two in number, 
namely, industrial unionism through the amalgamation of the 
existing craft unions, and political action through an independ- 
ent labor party. Whereas the S.L. of N.A. deprecated the use of 
political action, the T.U.E.L. considers it of practically equal 
importance to industrial unionism. The industrial unions are to 
form the foundation and chief support of the independent labor 
party which the League hopes to bring into existence. 


II 


Foster contends that the American labor movement is “bank- 
rupt”; that it is a great paradox that the country with the most 
highly developed industrial system should have the most back- 
ward labor movement. In order to demonstrate the extreme 
backwardness of the American labor movement, he points out 
certain weaknesses of the movement in general. 

First of all, he contends that it has no conception of the true 
meaning of the labor struggle and that it is making no effort to 
understand it. Capitalist economics and morals are taken for 
granted. A few years ago American labor leaders stated that 
they were striving for “a fair day’s pay for a fair day’s work,” 





THE TRADE UNION EDUCATIONAL LEAGUE 413 


but since that “nonsensical” slogan has been abandoned, the 
issue has been dodged altogether. As a consequence, the move- 
ment is drifting without ultimate purpose or plan, and is wasting 
its strength in “the foolish and hopeless task of patching up the 
wage system.” 

A second point of weakness, he states, is the extreme politi- 
cal impotency of the American labor movement. American labor 
is still debating the question as to whether or not the workers 
should organize politically on class lines, while in Europe such 
organization is taken for granted as a self-evident necessity. In 
the United States, the whole law-making and law-enforcing 
mechanism is controlled by the capitalists, labor being of no 
practical influence. This is due, says Foster, to labor’s adher- 
ence to the “obsolete policy” of voting with the capitalist parties 
and of “rewarding its friends and punishing its enemies.” 

As a third point, Foster cites the comparatively unorganized 
state of American labor. In most European countries, labor is 
highly organized; but in America only a small percentage of or- 
ganizable workers are organized. 

From the standpoint of structure, Foster believes that Amer- 
ican labor is extremely backward. The pelicy of organization by 
industries has not been adopted, except in rare instances, al- 
though the development of industrial structure and the consoli- 
dation of employers have made industrial unionism absolutely 
essential. 

Foster says that in no way is the unparalleled conservatism 
and backwardness of the American labor movement better evi- 
denced than by the matter of international relations. All other 
important labor movements in the world are affiliated either with 
the International Federation of Trade Unions, with headquarters 
in Amsterdam, or with the Red International of Labor Unions, 
with headquarters in Moscow. The American trade-union move- 
ment stands aloof from both Internationals, he says, on the 
ground that they are too revolutionary. 

In the matter of a labor press, the American working class is 
particularly weak. Foster contends that among all the labor 
papers published in this country, there is none that sounds a real 
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proletarian note or carries on vital educational work, excepting, 
of course, the Labor Herald, the official organ of the T.U.E.L., 
and the Chicago Daily Worker, with which the T.U.E.L. is in 
entire sympathy. 

Foster cites the backward state of the co-operative move- 
ment in America as additional proof of the weakness of the 
American labor movement. 

As a final point, Foster says that the American working 
class has for years been afflicted with very poor leadership. The 
standpatters and reactionaries who have ruled the unions for 
many years would not be tolerated in any other country. Many 
failures and defeats can be laid at the door of these incompetent 
labor officials. Foster and the publications of the League have 
made Mr. Gompers the principal object of attack. He has been 
called “the arch-reactionary, the idol of all the holdbacks in the 
labor movement.” His incompetence is said to have been largely 
to blame for the unorganized state of the working class. “He 
moves ahead only when pushed.” “The trade union movement 
is practically leaderless, save for the senile and reactionary bu- 
reaucracy, typified by Samuel Gompers, which is forcing the 
movement backwards.” 

Thus it is argued that the American labor movement is 
“bankrupt.” It is intellectually blind, weak in numbers and in 
political power, faulty in structure, timid and conservative in 
international relations, extremely backward as regards a labor 
press and co-operative enterprise, and particularly unfortunate 
in the type of leadership it possesses. 

Two explanations of this “deplorable” situation are widely 
accepted: (1) The influx of so many millions of immigrants 
with their innumerable racial, language, national, and religious 
differences has made organization almost impossible; (2) Amer- 
ican workers, because of the existence of free land and the op- 
portunities presented by the unexampled industrial expansion, 
have been better able to make a living, and have not felt the 
need for organization and a revolutionary spirit as have the 
workers of Europe. Foster, however, does not accept either of 
these explanations, although he admits that they have validity 
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as minor factors. He believes that the real cause is the fatal 
policy of dual unionism which has been followed religiously for 
a generation by American radicals and progressives. Owing to 
this tendency, the mass labor movement has been continuously 
drained of the elements that make for progress. In order to 
show the great importance of keeping the militants in the unions, 
he calls attention to the fact that the actual carrying on of the 
real work of the labor movement depends on a minority, which, 
in the ordinary union, does not exceed 1 per cent of the total 
membership. 

Dual unionism has flourished in the American labor move- 
ment since Daniel DeLeon worked out its intellectual premises 
and secured their adoption in the early nineties. Since that time 
the history of American labor is filled with accounts of the fail- 
ure of various dualistic and perfectionistic movements such as 
the American Railway Union, the Socialist Trades and Labor 
Alliance, the Industrial Workers of the World, the Workers’ 
International Industrial Union, and the One Big Union of Can- 
ada. In no case have these movements succeeded in gaining the 
support of the mass of the workers. The progressives and radi- 
cals, who were naturally impatient for results and who looked 
upon the old trade unions as hopelessly conservative and doomed 
to failure, were practically the only ones attracted to these new 
organizations, and the only results accomplished were the weak- 
ening of the regular unions and the propagation of dual-union 
philosophy. 


III 


For a radical leader who accepts the foregoing explanation 
of the present status of the American labor movement, the natu- 
ral remedy would be the policy of keeping the radicals in the 
trade unions in order that these organizations may be molded 
into fighting, revolutionary bodies. And this is exactly what Mr. 
Foster proposes to do. He says that in 1921 the militants sud- 
denly began to awaken to their real function. This was brought 
to their attention by the Red International of Labor Unions’ 
program for America, which says: 
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The question of creating revolutionary cells and groups within the 
American Federation of Labor and the independent unions is of vital im- 
portance. There is no other way by which one could gain the working mass 
in America than by leading a systematic struggle in the trade unions.* 


Foster says that this positive program proposed by the in- 
dustrial branch of the Communist International, and a similar 
program proposed by the political branch, the Third Interna- 
tional, have caused American radicals to awaken to the possi- 
bilities of such a course, and, as a result, they are flocking back 
to the old trade unions in order to carry out this policy. The 
militants of today know that their mission is to clarify and di- 
rect the revolutionary tendency naturally existing in all unions, 
until capitalism is finally overthrown. 

As has been previously stated, the present movement of the 
militants centers around the Trade Union Educational League, 
which was organized in Chicago, Illinois, in November, 1920. 
Little progress was made until the latter part of 1921, after the 
Third International and the Red International of Labor Unions 
had condemned dual unionism and advocated the organization 
of revolutionary groups within the A.F. of L. and the independ- 
ent unions. Foster says that the militants immediately saw that 
the T.U.E.L. was exactly the organization needed for the carry- 
ing out of this program, and, as a result, the League took on 
sudden vigor and was successful in extending its organization 
and sphere of influence. Active work in the organization of the 
T.U.E.L. began in February, 1922, when circular letters were 
sent out to hundreds of militants in all the principal cities in the 
country urging them to form local groups of rebel unionists in 
their respective localities.* Branches of the League were thus 
set up in all the principal cities and industrial centers of the 
United States and Canada. The Labor Herald, the monthly offi- 
cial organ of the League, was launched in March, 1922. 

*Quoted on page 45 of Foster’s pamphlet, Bankruptcy of the American 
Labor Movement. Although this policy of creating militant minorities within the 
regular unions was part of the world program of the R.I.L.U., it is probable that 


Foster himself was instrumental in having it stated in definite terms for applica- 
tion to the American labor movement. 


* These were the “thousand secret agents” of the Bolsheviks who received 
so much publicity in the newspapers about May 1, 1922. 
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The organizational policy followed by the T.U.E.L. is the 
establishment within the existing trade unions of organized 
groups of progressives and radicals who are to oppose at every 
turn the reactionary policies of the officials in power, to further 
every policy that will promote solidarity and fighting spirit of 
the unions, and thus to gain control of the unions so that the 
ultimate goal, the overthrow of capitalism and the establishment 
of a workers’ republic, may be attained. Through their zeal in 
furthering the welfare of the workers, these groups are to prove 
to the laboring masses that they should be the recognized lead- 
ers in the labor movement. 

The T.U.E.L. is not a dual union. It collects no dues or per 
capita tax and does not accept the affiliation of any labor organi- 
zation. It issues no membership cards or charters. It is to be an 
auxiliary of the trade unions, not a substitute for them. The 
revenues of the League are derived from the sale of the Labor 
Herald and pamphlets, collections at meetings, proceeds from 
entertainments, and donations by members and sympathizers to 
the Sustaining Fund. 

The League proposes to follow with its militant groupings 
all the ramifications of the trade-union movement. To this end 
it proposes to set up educational organizations in all localities, 
crafts, and industries. These local groups are to be united on 
both a territorial and an industrial basis. In each locality, all 
militants in a given industry are to belong to a Local Industrial 
Section, which, in turn, is joined with all other Local Industrial 
Sections of the locality, forming a local General Group. These 
local General Groups are representative bodies, similar to the 
city central bodies of the A.F. of L., and are combined into four 
districts, Canadian, Eastern States, Central States, and Western 
States. All the Local Industrial Sections in each industry are 
combined into corresponding National Industrial Sections, the 
most important parts of the League’s structure. The national 
officers of the League consist of a secretary-treasurer and a Na- 
tional Committee composed of the secretaries of the National 
Industrial Sections. National Industrial Sections have been set 
up in the following industries: railroad industry, metal trades, 
needle trades, printing trades, food trades, coal-mining, building 
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trades, leather industry, textile industry, marine transport indus- 
try, and tobacco industry. 

The League has held two general conferences, and the East- 
ern, Canadian, and Central districts have also held conferences. 

The principal planks in the program of the League during 
the first two years of its activity, as enunciated in various issues 
of the Labor Herald, in pamphlets, and in its national confer- 
ences, are substantially as follows: 

1. The ultimate goal of the movement is the abolition of 
capitalism and the establishment of a workers’ republic. Capi- 
talism is to be replaced by a scientific system of production for 
use instead of for profit, and of distribution according to need. 

2. The League demands that labor adopt the principle of 
class struggle, and repudiates the policy of class collaboration as 
exemplified by the relations between the Baltimore and Ohio 
Railroad and the railroad unions. 

3. The League contends that industrial unionism is abso- 
lutely necessary if the workers are to attain their maximum 
power in their dealings with the employers, and demands that 
an industrial union be formed in each industry through the 
amalgamation of the craft unions already existing in the indus- 
try. The League believes that industrial unionism is the logical 
development to expect and is merely a continuation of a perfect- 
ly natural evolution of structure which corresponds to the chang- 
ing structure of industrial concerns. 

4. “Organize the unorganized workers.” Only a small per- 
centage of the great working masses are members of the trade 
unions, great numbers being still unorganized in nearly all the 
industries. This state of affairs militates against the unorgan- 
ized, who are helpless, and against the organized, who are handi- 
capped in their struggle for better conditions by the presence of 
the great number of unorganized workers. 

5. The League flatly opposes the policy of dual unionism as 
a means of bringing about industrial unionism. Since the mass 
of the workers will not leave the old unions and rally to the new, 
the T.U.E.L. advocates the policy of rejuvenating the regular 
unions by the process of keeping the militants where they can do 
the most good, namely, in the regular unions. 
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6. The League favors the shop-delegate system of local 
union organization in all industries where such a plan can be 
worked out effectively, since this form of organization brings 
into play one of the sources of latent solidarity which the pre- 
vailing system of organizing leaves untouched, namely, the 
natural cohesion of the workers on the same job. 

7. Since the Gompers policy of “rewarding your friends and 
punishing your enemies” has reduced labor to a political zero, 
has made an opening for the corrupt influences of capitalist poli- 
tics to poison the unions, and has prevented the workers from 
acquiring a clear understanding of their class position in society, 
the League demands that the workers organize and support a 
political party of their own. 

8. Inasmuch as the press is the biggest force in the control 
of public opinion, it behooves the labor movement to have means 
whereby its side of various questions may be presented to the 
public. The League urges all labor papers to use the service of 
the Federated Press, the only news-gathering agency that pre- 
sents labor matters fairly, and urges trade unionists everywhere 
to support the Chicago Daily Worker, a paper which is making a 
determined fight for amalgamation, working-class political ac- 
tion, recognition of soviet Russia, and other issues of vital im- 
portance to the working class. 

9. The League demands the release of the workers who are 
in prison for the violation of war-time laws abridging free 
speech, and the so-called criminal syndicalism laws, and of those 
who are the victims of frame-ups, among whom are Mooney, 
Billings, Sacco, and Vanzetti. 

10. The T.U.E.L. favors the affiliation of the American la- 
bor movement with the Red International of Labor Unions, as 
being an important step in furthering the interests of the work- 
ing class. Affiliation to the Red International rather than to the 
Amsterdam International or the Berlin International is favored 
because it is the only one which includes workers of every politi- 
cal, national, or religious conviction and is the only one which 
opposes dual unionism, secession, and expulsions. 

11. The Russian revolution is “the supreme achievement of 
the world’s working class.” It is in the very front line in the 
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struggle against international capitalism. The long-continued 
war of the capitalist governments against Russia is preventing 
world-reconstruction. The government of the United States is 
in league with the capitalist powers which are trying to over- 
throw the workers’ rule in Russia. But worse than this is the 
fact that the A.F. of L. itself is officially hostile to Russia. The 
T.U.E.L. therefore calls upon all honest and progressive forces 
in the A.F. of L. to unite in repudiation of Gompers’ stand 
against soviet Russia and to demand the recognition of Russia. 

As time has elapsed, there has been a gradual evolution in 
the program of the League, the change being mainly one of em- 
phasis. At present, more emphasis is placed upon the revolu- 
tionary goal as the final end, and somewhat less emphasis upon 
the subject of a labor party and amalgamation, which have con- 
stituted the most important parts of the League’s program. 

It is emphasized that the League must never be allowed to 
become merely a propaganda body. Above all, it must be a fight- 
ing organization; its members must take active part in all strikes 
and also in all conventions of the unions, where a systematic and 
thoroughly prepared campaign must be carried on against the 
reactionary bureaucracy. 

One new and important phase is the change in attitude to- 
ward the I.W.W. During the early part of the League’s exist- 
ence, the I.W.W. was strongly opposed, since it was declared to 
be incapable of being linked up with the general labor move- 
ment. Now, however, the formation of a Red International Af- 
filiation Committee for work within the I.W.W. is indorsed. 
This committee is expected to co-operate in a friendly manner 
with the I.W.W., and, while pointing out definitely and clearly 
the mistakes in the I.W.W. ideology and tactics, it is to do every- 
thing possible to participate effectively in the I.W.W. struggles, 
win the support of its members, and secure its affiliation to the 
R.LL.U. 

The T.U.E.L. judges all existing social institutions accord- 
ing as they tend to further or hinder the growth of working-class 
solidarity and power. It has a revolutionary attitude toward the 
existing state in all its aspects and toward capitalist society gen- 





THE TRADE UNION EDUCATIONAL LEAGUE 421 


erally, since it sees all the bad and little of the good the work- 
ing class derives from the present arrangement. Soviet Russia 
is set up as the ideal toward which the working classes of all 
nations should strive. The T.U.E.L. asserts that all the evils 
that exist in Russia are due to the former Czarist régime and to 
the present hostile attitude of the capitalist governments toward 
Russia, and that all the benefits now accruing to the Russian 
working class are due solely to the form of government now 
existing in Russia. 

As one would expect, the courts are condemned as constitut- 
ing one of the most efficient instruments of the capitalists for 
the oppression of the working class. The “right” to organize, 
strike, picket, and boycott has been very seriously interfered 
with by the courts, but the corresponding “rights” of the em- 
ployers are upheld. The T.U.E.L. states that the next great 
injunction must be broken by the mass disobedience of the 
workers.* 

The T.U.E.L., in common with unionism generally, opposes 
such laws as the Kansas Industrial Court Act as being means of 
making slaves of the working class. Alexander Howat is upheld 
for leading the fight against the Kansas Industrial Court and, 
by discrediting it, preventing the spread of the principle of com- 
pulsory arbitration to other states. 

The League contends that the state constabulary in various 
states, the state militia, federal troops, county sheriffs, and city 
police are all used by the capitalists in trampling down the 
workers who are attempting to better their condition. It says 
that the prisons are full of workers who have been unjustly in- 
carcerated because they have dared to oppose the capitalists, and 
in addition to this believes that there have been a number of 
“frame-ups” of workers, “one of the highest achievements of 
American capitalism,” by which evidence is manufactured in 
order to put out of the way those workers who are active against 
the capitalists. 

The T.U.E.L. considers the development of fascism an in- 
ternational menace to the labor movement. In America it is said 

* Labor Herald, February, 1924, p. 5. 
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to take various forms and names—the American Legion, the Ku 
Klux Klan, the Minute Men of the Constitution, etc.—but what- 
ever may be the name, the function of all is to destroy the work- 
ers’ organizations in the interest of the capitalists. 

The two important political parties are condemned as being 
agents of the capitalists. Labor has a few “card men” in various 
legislative bodies, but, even assuming that these men are true 
unionists, they are able to exert very little influence in compari- 
son with the overwhelming majority of the minions of capital- 
ism. 

The League believes that under capitalism both the indus- 
trial workers and the farmers are exploited, therefore these two 
groups should unite in overthrowing capitalism and in setting 
up a combined workers’ and farmers’ government in which the 
basis of citizenship shall be service. 

Although the League was organized before Foster made his 
trip to Russia in 1921, active work in extending its influence did 
not begin until after his return to the United States. While in 
Russia, Foster had long conferences with the leaders of the 
Communist International, the R.I.L.U., and the present govern- 
ment of Russia. He submitted his plan to the Communist Inter- 
national and it was discussed at length by Radek and Lenin. 
After it was approved in Moscow, Foster laid the matter before 
the Central Executive Committee of the Communist party of 
America, which indorsed it, and also before the Workers’ party, 
which likewise indorsed it. 

The United States Department of State has obtained infor- 
mation, which it declares to be reliable, that Foster brought to 
the United States from Moscow the sum of $40,000, and that in 
April, 1923, the T.U.E.L. received an additional $90,000. Fur- 
thermore it is said that when Losovsky, head of the R.I.L.U., 
attended the secret convention of the Communist party of Amer- 
ica which was held at Bridgman, Michigan, he turned over to 
Foster $35,000 for the use of the T.U.E.L.* 

If this information is correct, the T.U.E.L. is the represent- 


*US. Senate Committee on Foreign Relations, Hearings on Recognition of 
Russia, p. 152. 
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ative in the United States of the Red International of Labor 
Unions, and has been subsidized by it for the purpose of carry- 
ing on communist propaganda in the trade unions of the United 
States. 

Organic connections exist between the Workers’ party and 
the T.U.E.L. Every member of the Workers’ party “stands in- 
structed to join the Trade Union Educational League, the or- 
ganized expression of the militant workers in the unions.”” It is 
not known what percentage of the League’s membership* belongs 
to the Communist party, but the tenets of communism permeate 
all its publications, and most, if not all, of its officials are avowed 
communists. 

When the League first began to function, the communistic 
aspect was not stressed to any great extent, although recognition 
of Russia was one of its demands, but now communist propa- 
ganda overshadows the other parts of its program. For instance, 
in the program which was presented to the Third World Con- 
gress of the R.I.L.U., we find a statement of the present attitude 
of the League toward the Workers’ party, as follows: 

a) Build the Party: The political and economic struggle of the work- 
ing class are inseparable. The League recognizes the futility of carrying on 
trade union work merely for itself. The chief aim of all its efforts shall be 
the building up of a revolutionary mass political organization of the work- 
ing class, the Workers’ Party. To this end, all the struggles of the workers 
shall be directed into political channels, and all the campaigns of the 
League for the Labor Party, amalgamation, etc., etc., shall be utilized to 
strengthen the membership and leadership of the Workers’ Party. 

b) Build the League: The League recognizes the impossibility of its 
functioning effectively without the full and wholehearted support of the 
Workers’ Party. To develop this support it shall carry on a campaign to 
bring all the working class members of the Party into the unions and into 
the League, to make them subscribers to the Class Struggle Propaganda 
Fund, and to have each branch and official of the Workers’ Party held re- 
sponsible by the Workers’ Party for the establishment, maintenance, and 
functioning of the League in their respective localities.’ 


*The Worker, January 6, 1923. 


*In fact, one of the officers of the League told the writer that the League’s 
membership is not known. 


* Labor Herald, July, 1924, pp. 151-54. 
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In January, 1924, Foster was elected chairman of the Cen- 
tral Executive Committee of the Workers’ (Communist) party, 
_ and on July 11, 1924, he was elected a member of the Executive 
Committee of the Communist International at Moscow. During 
the last presidential campaign, Foster was the candidate of the 
Workers’ party for president of the United States. 


IV 


It is very difficult to estimate the influence the T.U.E.L. has 
exerted in the unions. The fact that a given union takes favor- 
able action on subjects favored by the T.U.E.L. is no indication 
that the T.U.E.L. was responsible or even influential in bringing 
about such action. In some cases it appears that amalgamation 
of craft unions has been favored by the international officials so 
long as there was no likelihood that actual amalgamation would 
take place; but when the rank and file begin to take an interest 
in the matter, the officials change front and endeavor to prevent 
further growth of such sentiment. 

Furthermore, one usually cannot estimate the influence of 
the T.U.E.L. from reading the official journals of the unions. 
The officials are uniformly opposed to the T. U. E.L.; but in- 
stead of attacking it in their journals, they ignore the whole 
movement as far as possible, apparently on the theory that it 
would be poor policy to help their enemies by giving them full 
publicity through the journals. The officials take the attitude 
that the movement is merely a passing phase which will soon 
die out. The T.U.E.L. embodies a revolt against the officials, 
and can thrive only when the rank and file of the unions are 
effectively reached. 

The fight in the International Molders’ Union reached a 
climax at the Cleveland convention held in 1923. Resolutions 
were passed favoring amalgamation and a labor party, but the 
radicals did not gain a real victory, since the amalgamation reso- 
lution was worded in such manner as to make actual amalga- 
mation very doubtful of accomplishment, and the passage of the 
labor-party resolution was accompanied by an understanding 
that the editorial policy of the Molders’ Journal concerning po- 
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litical action would not be changed in spite of its passage. 

The officials of the Brotherhood of Railway Carmen have 
blocked the amalgamation movement in their union by refusing 
to submit the proposal to a referendum vote of the membership. 

Perhaps the hardest fight of all has occurred in the United 
Mine Workers of America. During 1923 and the early part of 
1924, the Mine Workers’ Journal was filled with articles con- 
demning the activity of the League in the mine workers’ union. 
The officials of the U.M.W.A. have centered their attack on the 
League as being communistic and disruptive in nature. The 
League has supported Alexander Howat, deposed president of 
District 14 in his fight against Lewis, the international presi- 
dent. The climax was reached in the 1924 convention, where 
the League had a strong organization; but Lewis ruled the con- 
vention with a strong hand and won every contested point. The 
League claims that on numerous occasions Lewis overruled the 
majority of the convention when he decided points in his own 
favor. A movement is on foot to impeach Lewis, but it is highly 
probable that he will find means of defeating all such efforts. 

In the needle-trades unions the officials cannot appeal to 
“red” hysteria, as is possible where the Jewish element is weak 
or entirely lacking. The needle-trades unions have always been 
known for their radicalism; consequently, the “lefts” are not at- 
tacked for advocating a revolutionary program, but are charged 
with “holding caucuses,” violating union rules, and with belong- 
ing to the T.U.E.L., which is branded a dual organization. 

The League has members in the Amalgamated Clothing 
Workers, but a severe struggle has not developed in that union. 
The General Executive Board, however, made a request upon 
the League to cease its activities in the union, explaining that 
there was no room in the Amalgamated for organized contend- 
ing factions. The League considers the A.C.W. to be the “lead- 
ing labor union of America,” and does not condemn its officials 
as it does the officials of other unions generally. 

In the International Ladies’ Garment Workers’ Union a 
severe struggle developed. The League succeeded in gaining 
control of local unions in New York, Philadelphia, and Chicago, 
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and caused a great deal of trouble in others. In every case, how- 
ever, the international officials regained control by expelling all 
those who were members of the League or by reorganizing those 
locals they were unable to control by other methods. 

Since Chicago is the headquarters of the League, and since 
Foster and other members of the League have been delegates to 
the Chicago Federation of Labor, it is natural that the various 
aspects of the League’s program should have been fought out on 
the floor of the Federation. Early in 1922, the C.F. of L. in- 
dorsed the principal features of the League’s program, although 
this was known to be contrary to Gompers’ wishes. The C.F. of 
L. remained favorable to amalgamation and a labor party until 
after the T.U.E.L. and the Workers’ party “captured” the July 
3-5, 1923, convention of the Farmer-Labor party, which had 
been fostered by the C.F. of L. After this convention the tide 
turned decidedly against Foster and the T.U.E.L., and the C.F. 
of L. has now renounced all its unorthodox policies and is in 
strict alignment with the accepted policies of the A.F. of L. 

In the 1923 convention of the Illinois State Federation of 
Labor, those opposing the League marshaled all the forces at 
their command and succeeded in defeating by large majorities 
the issues brought before the convention by the League, namely, 
amalgamation, a labor party, and recognition of soviet Russia. 
The vote on all these questions is an indication of the great en- 
mity that had been aroused toward Foster and his followers at 
the time of the above-mentioned convention of the Farmer-Labor 
party. Red hysteria and the prejudice existing in this country 
against soviet Russia were appealed to by those opposing the 
League’s proposals. 

Similar methods were used in the 1923 convention of the 
A.F. of L., where resolutions favoring amalgamation, a labor 
party, and recognition of soviet Russia were defeated by very 
large majorities. It has been very easy for those in control to 
obscure the merits of a resolution which is favored by the com- 
munists, by appealing to the prejudice existing in this country 
against the present Russian government. This has been the policy 
of Gompers and his followers from the very beginning, and it has 
been effective. 
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Seventeen state federations and about twenty international 
unions have adopted resolutions favoring amalgamation. Aside 
from state federations and international unions, many city cen- 
trals and thousands of local unions support or have passed reso- 
lutions favorable to the amalgamation movement. The League 
has undoubtedly been of considerable influence in obtaining the 
passage of these resolutions, but, as a rule, the movement has 
not progressed beyond the talking stage. Very little action has 
taken place. 

Without exception, the officials of the international unions 
oppose the propaganda of the League, whether from fear of los- 
ing their positions, from resentment toward persons attempting 
to “bore from within” their organizations, from the urging of 
men of influence outside their unions, or from genuine disbelief 
in the efficacy of the League’s proposals in furthering the wel- 
fare of the workers. In some cases violent opposition has re- 
sulted, but in the majority of cases the officials have suppressed 
mention of the League as far as possible, and have attempted to 
ignore its activity. It is apparent that the influence of the League 
reached its peak some time ago and that it is now subsiding. 

As previously stated, the League and the Workers’ party ob- 
tained control of the July 3-5, 1923, convention of the Farmer- 
Labor party, but were unable to gain the support of all the 
groups represented in the convention for their program. The 
name “Federated Farmer-Labor party” was adopted in lieu of 
the former name. The new party was controlled by the commu- 
nist groups, although other groups were represented. It decided 
to hold a national convention in St. Paul, Minnesota, on May 
30, 1924, in preparation for the 1924 presidential campaign. 
The anti-communist groups, however, wanted the convention 
held in Cleveland on July 4, in conjunction with the convention 
of the Conference for Progressive Political Action. After much 
debate it was decided to hold the convention in St. Paul, but the 
date was changed to June 17, 1924. When the convention met, 
the communists were in complete control and nominated Dun- 
can McDonald, of Illinois, for president of the United States, 
and William Bouck, of Washington, for vice-president. These 
candidates were chosen since the party hoped that in the event 





428 EARL R. BECKNER 


the C.P.P.A. did not form an independent political party repre- 
senting the class interests of the farmers and industrial workers, 
the farmer-labor groups would join them and thus form the 
basis for a Farmer-Labor party campaign in the 1924 election. 
But the group in the C.P.P.A. favoring a Farmer-Labor party 
supported LaFollette’s candidacy. Thereupon the Central Ex- 
ecutive Committee of the Workers’ party decided that the Work- 
ers’ party should enter the campaign in its own name, nominate 
communist candidates, and conduct a communist campaign, 
since a campaign in the name of the Farmer-Labor party would 
unite only a relatively small part of the farmer-labor forces with 
the Workers’ party, and, besides this, the Workers’ party would 
be greatly handicapped in its agitation and propaganda and 
could not use the campaign for the direct upbuilding of its mem- 
bership. The Workers’ party then held a conference in Chicago 
on July 10, 1924, nominated William Z. Foster for president, 
and Benjamin Gitlow, of New York, for vice-president, and pro- 
ceeded to carry on a campaign throughout the country in sup- 
port of these candidates. 


V 


The rise and decline of the influence of the T.U.E.L. have 
reflected the esteem and disesteem with which trade unionists 
generally have regarded William Z. Foster. During the early 
part of the League’s activity, Foster was in good repute with the 
organized labor movement. He had made a good record during 
the packing-house movement and the steel strike, and most 
unionists believed he had the welfare of the workers at heart; as 
a consequence, the League waxed strong, and its influence was 
widely felt. Later, however, when it became known that he was 
a communist, and especially after the “capture” of the Farmer- 
Labor party convention of July 3-5, 1923, by the T.U.E.L. and 
the Workers’ party, the majority of his friends and adherents in 
the trade-union movement turned against him, and the influ- 
ence of the T.U.E.L. waned accordingly. At the present time 
Foster has few followers who are not communists. The small 
vote polled by the Workers’ party in the 1924 presidential elec- 
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tion is proof that the workers generally have not rallied to the 
support of the League’s program. Although many trade union- 
ists favor industrial unionism and an independent labor party, 
the two chief methods of action favored by the League, few 
desire communism as a final goal. In the opinion of the writer, 
the use Foster’s enemies have made of the trade unionists’ oppo- 
sition to communism is the chief reason for the decline of the 
League’s influence. Foster’s enemies have taken advantage of 
this opposition in their attacks upon industrial unionism and 
independent political action, and have thereby obscured what- 
ever merit these proposals may have. 

The League stresses the numerical weakness of American 
labor; it tends to concentrate attention upon the weakness of 
labor in the steel industry, the packing industry, and the auto- 
mobile industry, for example, and to ignore its great power in 
certain other industries. In comparing the strength of American 
labor with that of European labor, the League overlooks the 
greater effectiveness of many American labor organizations. 

Foster believes that the American labor movement lacks 
idealism, since American workmen generally do not demand the 
overthrow of the present organization of society. Other labor 
leaders, however, do not agree with Foster on this point. John 
P. Frey, for instance, finds a strong sense of idealism among 
American workmen, although the ideals he discovers are con- 
sistent with a continuation of the capitalist system. He says that 
the ideals of American labor are not concerned merely with eco- 
nomic demands, but that we find ideals of brotherhood, of edu- 
cation, and of freedom, and assumes that these ideals may be 
achieved without overthrowing the present industrial system.*® 
Other labor leaders share this point of view. 

One of the things upon which the League bases its plea for 
the overthrow of the present organization of society is the as- 
sumption that the class struggle is a true picture of the relations 
existing between the capitalist and the laborer. American labor 
generally, however, has not come to believe in the predominant 
importance of the reality of the class struggle. Before the League 


® International Molders’ Journal, November, 1916. 
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can make much headway, a more profound cleavage between 
the capitalist class and the working class must develop. 

Foster has argued that an organized militant minority can 
gain and retain control of a given union, and as proof cites the 
fact that in practice 1 per cent of the membership ordinarily 
controls the policy of a union. However, the question arises 
whether or not control by any given 1 per cent will be tolerated 
by the rank and file. It is probable that most of the radicals who 
have set up dual unions have not merely withdrawn from their 
former unions, but have been “frozen” out or expelled because 
the officials and the rank and file would not tolerate their ac- 
tions. At any rate, militancy is not synonymous with ability and 
does not guarantee progress. 

The T.U.E.L. expresses great dissatisfaction with the non- 
partisan political policy which the American labor movement 
has followed for many years past. Although many labor leaders 
desire the formation of an independent labor party, it is appar- 
ent from the vote cast in the 1924 presidential election that the 
time is not yet fully ripe for the success of such a party. Most 
labor leaders believe that for actual accomplishments in the 
present, the non-partisan political policy is best. It is probable, 
however, that with the growth of unionism, the growing percent- 
age of industrial workers in comparison with the total popula- 
tion, and the inability of American labor to remove legal and 
juridical handicaps through the old parties, labor leaders will 
accept the principle of independent working-class political ac- 
tion and endeavor to further the well-being of the workers 
through the use of a labor party. 

The aspect of the League’s program that makes the widest 
appeal among the workers is its insistence upon industrial union- 
ism. The leaders of the labor movement rather generally accept 
the principles of craft unionism and combat the growth of senti- 
ment for industrial unionism; but among the rank and file of 
the unions, industrial unionism makes a stronger appeal. The 
League lays great stress upon the necessity of solidarity and 
class consciousness among the workers. Foster would like to 
see craft consciousness eliminated and working-class solidarity 
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substituted for it. The American working class, however, does 
not appear ready to make general acceptance of industrial union- 
ism. The principle of federation is found in the departments of 
the A.F. of L., in the movement for an alliance of the needle 
trades, and in certain other instances, but federation does not 
satisfy the demands of industrial unionists. Foster is correct in 
demanding industrial unionism through amalgamation of the 
existing craft unions, since experience with dual unionism shows 
that the mass of the workers will not flock to new, ready-made 
unions. 

Foster seems to have forgotten his original premise that 
trade unionism is a growing thing, that the evolution of the ulti- 
mate goal requires time. He expects the unions to jump the big 
gap from craft consciousness to communism, and forgets that 
such a change must necessarily be one of gradual growth. 

In embracing communism, Foster has not only laid himself 
and the League open to attack by the trade-union officials, but 
has made it possible for these officials to brand every man with 
any degree of dissatisfaction with the existing status of trade 


unionism a “red,” and thus the red herring is drawn across the 
trail of amalgamation, industrial unionism, and a labor party, 
no matter how desirable these things may be. Foster has “sub- 
ordinated trade union progress to communism.” The net result 
of the T.U.E.L. propaganda has been to bring about more unity 
within the A.F. of L. 


Ear R. BECKNER 
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THE ATTACK UPON SECTION 15a OF THE 
INTERSTATE COMMERCE ACT 


Section 15a of the Interstate Commerce Act as amended in 
1920 contains two provisions which have been the center of 
much controversy. These provisions are commonly known as 
the Rule of Rate-Making and the Recapture Clause. The es- 
sence of the first is contained in the following quotation from the 
Act: 

In the exercise of its power to prescribe just and reasonable rates the 
Commission shall initiate, modify, establish or adjust such rates so that 
carriers as a whole (or as a whole in each of such rate groups or terri- 
tories as the Commission may from time to time designate) will, under hon- 
est, efficient and economical management and reasonable expenditures for 
maintenance of way, structures and equipment, earn an aggregate annual net 
railway operating income equal, as nearly as may be, to a fair return upon 
the aggregate value of the railway property of such carriers held for and 
used in the service of transportation: Provided, That the Commission shall 
have reasonable latitude to modify or adjust any particular rate which it 
may find to be unjust or unreasonable, and to prescribe different rates for 
different sections of the country. 


Further details of the Rule of Rate-Making will be mentioned 
later. 

The Recapture Clause provides that one-half of the excess 
income over 6 per cent of any carrier for any year shall be paid 
to the United States to be placed in a contingent fund adminis- 
tered by the Interstate Commerce Commission, from which 
loans may be made to carriers at 6 per cent interest upon ade- 
quate security, or from which equipment may be purchased to 
be leased to carriers. The other half of the excess earnings must 
be used by the carriers to establish a reserve fund from which in- 
terest, dividends, and rentals may be paid in years for which the 
net operating income is less than 6 per cent. When such reserve 
fund equals 5 per cent of the value of the railroad’s property, 
the part of the excess income which the carrier is allowed to re- 
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tain may be used for any lawful purpose. The purpose of Con- 
gress in enacting the recapture provision is stated in the act as 
follows: “. . . . it is impossible . . . . to establish uniform 
rates upon competitive traffic which will adequately sustain all 
the carriers which are engaged in such traffic and which are in- 
dispensable to the communities to which they render the service 
of transportation, without enabling some of such carriers to re- 
ceive a net railway operating income substantially and unrea- 
sonably in excess of a fair return 

Section 15a has been attacked as economically unsound, and 
wrong in principle. The Rule of Rate-Making bears the brunt 
of the attack, although the Recapture Clause was subject to an 
assault by the railroads in the courts. The most effective argu- 
ments against the Rule of Rate-Making involve the Recapture 
Clause as well. 

Four bills were introduced in the Senate at the last session 
of Congress’ for the repeal or amendment of Section 15a. The 
hearings before the Committee on Interstate Commerce contain 
the principal arguments against the section and in its defense. It 
is the purpose of this article to test the validity of a number of 
these arguments. 


DOES BASING RATES ON VALUE INVOLVE REASONING IN A CIRCLE? 


The most fundamental criticism of Section 15a is that the 
entire concept of regulating rates by value of the plant is un- 
sound. The value of an establishment or of any productive 
agent is the result of the prices of its products. The value of a 
railroad is determined by its earning power. The earning power 
is dependent upon rates. Value is thus a resultant of the charges 
allowed. The Rule of Rate-Making would reverse the true eco- 
nomic sequence and make rates a resultant of value. To base 
rates upon a value which is in turn dependent upon the existing 
rates is to estop rate regulation and to declare the existing rates 
to be reasonable for the future as well as the present. 

This argument against Section 15a would be incontroverti- 
ble and Section 15a would be wholly unsound if the term “value” 


* Sixty-eighth Congress, first session. 
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as used in the Act to Regulate Commerce were what the econo- 
mist means by that term. 

But Section 15a prescribes that the Commission, in deter- 
mining the value to be used as a rate base, may utilize the results 
of its investigations under Section 19a (the Valuation Act of 
1913), and when such valuations have been completed they 
must use these values under Section 15a in determining the ag- 
gregate values in the various rate groups. In the 1920 Increased 
Rate Case* the Commission utilized the information secured as 
a result of the valuation work then in process. From the valu- 
ations that have since been completed under Section 192, it is 
clear that the Commission has taken the cost of reproduction, 
less depreciation, plus the value of carrier lands as determined 
by multiplying the acreage held by the fair market value of ad- 
joining lands, plus an amount, usually 5 per cent of the total, 
with an additional allowance to cover working capital, supplies, 
etc. This value is not value in the economic sense. It is not a 
value which is in any way dependent upon earnings. No allow- 
ance is made by the Commission for intangible elements of 
value. Now the method of valuation may be open to criticism. 
It may be wholly unsound, but right or wrong, since it is not a 
value based upon earnings, Section 15a cannot be condemned on 
the grounds that it bases rates upon a value which is itself deter- 
mined by rates. 

Section 15a further provides that the Commission “shall 
give due consideration to all the elements of value recognized by 
the law of the land for rate-making purposes.” Of course the 
courts may not approve of the valuation methods of the Inter- 
state Commerce Commission, and might possibly compel the in- 
clusion of intangible values. Since intangible values are directly 
related to earning power, their inclusion would make Section 15a 
open to the criticism above outlined. If the Commission’s valu- 
ations are upheld the argument is not valid. 


SECTION I5A AND PERCENTAGE CHANGES IN RATES 


The first general rate increase made under Section 15a was 
in 1920. The Commission authorized freight rate increases of 


* 58 L.C.C. 220. 
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40 per cent in eastern territory, 35 per cent in western, 25 per 
cent in southern and in mountain-Pacific territories, and 33% 
per cent on all interregional traffic. These percentage increases 
in rates disturbed many delicate rate adjustments, and imposed 
great hardships particularly upon long-distance shippers. Much 
of the opposition to Section 15a comes from interests adversely 
affected by these percentage increases. Their criticism of the 
flat percentage increases is justified, but it is valid criticism of 
Section 15a only if that section forces horizontal percentage 
changes in rates. 

In order to understand the force of the objections urged 
against the flat percentage changes in rates, it is well to consider 
these objections briefly. They may be summarized as follows: 

1. Some commodities are able to stand increases in rates 
better than others. A general percentage increase in rates ap- 
plies to all commodities. No distinction is made between those 
which can and those which cannot stand such an increase. 

2. Percentage changes in rates do not affect the prices of 
products in equal manner. Those products in which the freight 
rate represents a large percentage of the consumer’s price are 
most affected by a percentage change in rates.° 

3. When a distance tariff is changed by a percentage in- 
crease, the greater aggregate increase comes upon the distant 
shipper. The distant shipper may therefore be shut out of the 
market by the increase. A percentage increase in rates therefore 
applied to a distance tariff tends to restrict the market area of a 
producing center. 

4. Competitive relationships built upon recognized differ- 
entials in rates may be completely destroyed by applying per- 
centage increases to the underlying charges. Although the ra- 
tios of the differentials may remain as before, the rate structure 
is disturbed since the aggregate difference in rates is the factor 
which determines the ability of various producing centers to 
compete.‘ 

5. When an exception has been made to the long and short 
haul clause (Section 4 of the Interstate Commerce Act), a per- 

* Quarterly Journal of Economics, XXXVI, 718. 

* 58 I.C.C. 220, 243-45. 
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centage increase applied to the rate structure will have one of 
two effects. If the low long-haul rate is the highest the traffic 
will bear (and it usually is) this rate must be excepted from the 
increase or the traffic will cease to move. If the through traffic 
will move under the increase, the amount of discrimination 
against intermediate points is increased, since the percentage in- 
crease applied to the higher intermediate rates increases these 
rates by the greater aggregate amount. 

Such being the results of the percentage method of changing 
rates to secure a new general level of rates, it is clear that such 
changes are peculiarly disconcerting to shippers. If Section 15a 
makes necessary this method of changing rates its usefulness 
may well be questioned. 

Section 15a does not require that changes in the level of 
rates be made upon the percentage basis. The Commission can 
make the changes in any way that it sees fit, and it may be as- 
sumed that it will cause the least possible industrial disturbance. 
But how then do we explain the use of the percentage method in 
1920? The answer is to be found in the precedent afforded by 
increases made prior to the passage of Section 15a and in the 
circumstances under which the 1920 increases were made. The 
precedent for percentage increases when the general level of 
rates was under question was furnished by the Five Per Cent 
Case of 1914, the Fifteen Per Cent Case of 1917, and the di- 
rector-general’s increase in 1918. The increases of 1920 were 
much more comprehensive and extensive than were any of the 
earlier ones. The circumstances of the period which further ex- 
plain the method followed by the Commission in the Increased 
Rate Case were inherited from the war period. The railroads 
were operating at a deficit due to the fact that the government 
did not seriously attempt to pay railroad expenses out of rail- 
road earnings during federal control. With the return of the 
roads to their owners immediate increases in rates were needed. 
To have attempted a careful adjustment of such increases to 
preserve existing competitive relationships would have been diffi- 
cult and would have delayed the urgently needed revenue. The 
practical thing to do was to increase the rates by a uniform per- 
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centage increase and make adjustments later. After authorizing 
the percentage increases the Commission said that the “rates to 
be established on the basis hereinbefore approved must neces- 
sarily be subject to such readjustments as the facts may warrant. 
It is conceded by the carriers that readjustments will be neces- 
sary. It is expected that shippers will take these matters up in 
the first instance with the carriers, and the latter will be expected 
to deal promptly and effectively therewith, to the end that nec- 
essary readjustments may be made in as many instances as prac- 
ticable without appeal to us.”® 

In commenting upon the adjustments made necessary by the 
1920 increases the Commission, in the Annual Report for 1921, 
says that at least a million changes in individual rates were filed 
with the Commission after August 26, 1920, the date when the 
percentage increases became effective. The Commission was 
well aware of the adjustments that the percentage method of in- 
creasing rates would make necessary. Just criticism may never- 
theless be made of the increases authorized in 1920. Severe 
hardship was caused by the strict application of the percentage 
method. 

The repeal of Section 15a would not reduce the likelihood of 
percentage rate adjustments in the future. The retention of Sec- 
tion 15a will not prevent more careful action in the future 
should increases be necessary. Only severe upheavals in the 
price level will create conditions that would make necessary a 
repetition of the 1920 increases. 


GROUP VALUE VS. INDIVIDUAL VALUE AS A RATE BASE 


Section 15a provides that in adjusting rates to yield a fair 
return, the railroads shall be considered as a whole or in groups. 
The soundness of the grouping principle has been questioned. 
The supporters of Section 15a not only defend the device itself 
but maintain with good reason that the practice of thus grouping 
railroads is not a new feature in regulation, but was frequently 
used by the Commission prior to 1920. 

The critics of the grouping principle maintain that if value 


* 58 I.C.C. 220. 
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is to be made the basis of rates, it is the value of the individual 
carrier and not the value of a group of hypothetically combined 
carriers that is the proper basis. The right of the individual car- 
rier to earn a fair return upon the value of its property is not de- 
nied by these critics. But to allow rates that yield a fair return 
upon the property of a group of carriers may deprive some ship- 
pers of the advantage of an efficient and inexpensive transporta- 
tion system and compel them to support expensive systems serv- 
ing other shippers. According to this view what is reasonable 
for one road may be unreasonably high for a second carrier and 
unreasonably low for a third. A road with high operating ex- 
penses, or one operating in a region where traffic is light, or built 
at a great expense is entitled to higher rates than a road with 
low operating expenses, with a large volume of traffic, or built at 
a moderate cost. 

There is one insurmountable difficulty in the attempt to vary 
rates according to the financial condition of the individual car- 
rier. Rates must be equal by competing routes—the standard of 
service being the same—otherwise traffic will move only over 
the road with the lower rates. The same equality of rates is 
made necessary by market or geographical competition. Rates 
must be more or less equal from various producing regions to a 
common market. 

The impossibility of applying the individual valuation stand- 
ard has long been realized by the Interstate Commerce Com- 
mission. In fact the group rate device seems to have been adopt- 
ed as a way out of the difficulty arising from the impossibility of 
applying different rates on roads competing with each other. 
The problem as presented in the Spokane Case, decided in 1909, 
illustrates the situation. The following is quoted from the de- 
cision: 

Now the complainants say that it is the business of the Commission to 
take the least expensive of these routes and to determine these rates upon 
the basis of investment in that route 

The city of Spokane, argue the complainants, is entitled to the cheap- 
est means of transportation between St. Paul and Spokane. The govern- 
ment may construct a railway or it may delegate that duty to an agent. If 
it elects to employ an agent it may require it, and indeed must require it, to 
establish reasonable rates with respect to its own line, even though this 
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should bankrupt other lines already in existence. (Cases were here cited to 
show the application of this principle by the courts with respect to water 
companies. )® 

The defendants insist that exactly the opposite course should be fol- 
lowed. They urge that a railroad is entitled to a fair return upon its invest- 
ment, and that this rule applies to all railroads alike. This is the right of the 
railroad laboring under disadvantages of location and operation, as well as 
of that one more favorably circumstanced. Hence the Commission must 
consider that railroads whose net earnings will be least, for if it establishes 
rates which only yield fair returns to the road most favorably situated, it of 
necessity knowingly and intentionally deprives every other road of a fair re- 
turn upon the value of its property.? 


The Commission refused to use either the strongest or the weak- 
est of the roads as the determining one in establishing reason- 
able rates. The Commission inclined to the complainants’ point 
of view, but nevertheless found a reason for adopting a com- 
promise plan. 

There is a wide difference between a water system which supplies a 
single community and a railroad which is part of a commercial and indus- 
trial whole supplying many communities. The city of Spokane could not de- 
velop if served by the Great Northern Railway alone; nor can we look 
wholly to the interest of Spokane. The whole territory served by these de- 
fendant lines must be considered and the existence of all these railroads to 
that territory is absolutely essential. These railroads cannot exist unless 
rates are established which will yield a fair return upon their property. We 
must therefore, in fixing these rates, have regard not altogether to any one 
particular railroad, but to the whole situation, and must consider the effect 
of whatever order we make upon all these defendants.® 


The obvious way out of the difficulty was for the Commission to 
consider the railroads as a group, not individually. 

The strongest objection to the grouping device is that it en- 
ables the stronger roads in a group to earn profits in excess of a 
fair return, and dooms less favorably situated roads to perpetual 
poverty. To allow rates for a group of roads that will yield a 
fair return upon the aggregate property in the group has prac- 
tically the same effect as basing rates upon the average road in a 
group. Some will get more than a fair return, others less. If the 

* x5 L.C.C. 376, 392, 393. 

" Ibid., 392. 

® Ibid., 393-04. 
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device works, no other result is possible. This explains the oppo- 
sition of some short-line railroads to the Rule of Rate-Making. 
Since they are mostly feeder lines, the traffic light and the hauls 
short, rates which give a fair return upon the value of the group 
give these roads less than a fair return, and the stronger roads a 
greater than fair return. The grouping device cannot be justified 
unless it undertakes to apportion the earnings within the group 
as well as to fix the rates for the group. To use a homely illustra- 
tion: The Rule of Rate-Making determines scientifically how 
much food ought to be put in the trough to supply all, but it al- 
lows the big hog to get more than his share. The Recapture 
Clause makes an illogical and ineffective attempt to remedy the 
situation but only makes the matter worse. The discussion of 
this latter point is deferred to a later paragraph. 

The grouping device incorporated in Section 15a has been 
defended as being merely a recognition of a long-standing prac- 
tice of the Commission. It is true that the Commission has made 
use of the device, but not as it is to be used under Section 15a. 
In the Spokane Case, quoted above, and in 20 I.C.C. 243 (1911) 
—two outstanding cases of the application of the grouping prin- 
ciple—the Commission was grouping competitive railroads, 
where rates must necessarily be equal. The Act of 1920 pro- 
vides for the grouping of all carriers regardless of their competi- 
tive relationship. The justification of the practice is not as easy 
when applied to noncompetitive railroads where the individual 
valuation standard can be used. In the second of the two cases 
mentioned above, the Commission grouped the Pennsylvania, 
the New York Central, and the Baltimore and Ohio in order to 
judge of the reasonableness of rates in trunk line territory, but it 
is to be noted that the grouping was based upon the idea that 
these roads were typical of all the roads in the group. Not all of 
the roads in the territory were included. Furthermore, the 
grouping of the three prominent roads was merely a practical 
device to aid in determining reasonable rates for that part of the 
country. Section 15a requires the grouping of all roads, typical 
or not typical of the general situation, and adopts as a rule for 
determining reasonable rates a device which the Commission 
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used only as a practical aid in the exercise of a judgment method 
of determining reasonable rates. 

The grouping scheme is not a strictly new device in rate reg- 
ulation, but is applied in new ways under Section 15a. The de- 
vice is superior to the impracticable plan of setting up a different 
standard of rates for each road, provided it is accompanied by 
some method of apportioning the receipts so that all roads with- 
in the group are supported. The grouping device is based upon 
the assumption that rates within the group ought to be sufficient 
to support the property within the group. Then it follows that 
all the property properly included in the group should be sup- 
ported from the rates, and no carrier is entitled to excess returns 
at the expense of the others. 


SECTION I5A AND THE CONSTITUTIONAL RIGHT TO A FAIR RETURN 


The discussion of the grouping principle has led us to a con- 
venient place for considering the validity of one argument fre- 
quently urged in favor of retaining Section 15a. This argument 
is a claim that Section 15a is merely a statutory declaration of 
the constitutional rights of the carriers since the courts have 
long held that the carriers are entitled to rates which yield a 
reasonable return upon the value of their property. Hence a re- 
peal of Section 15a would not take away any of the existing 
rights of the carriers. 

The weakness of this argument is apparent when an answer 
is sought to the question, Why retain Section 15a if it serves no 
purpose and does not change the rights of the carriers? Why all 
the heated opposition to the repeal of the Section? 

There are at least two important changes wrought by the in- 
corporation of the Rule of Rate-Making into the statute. 

First, it makes easier the process of securing rates which 
yield a fair return. The Commission becomes charged with the 
duty of providing adequate rates, and it can no longer be con- 
sidered merely as a body created to protect the public against 
unreasonable and discriminatory rates. The new duty imposed 
upon the Commission should make less frequent recourse to the 
courts for adequate rates, where the railroads are at a disad- 
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vantage due to the necessity of proving the confiscatory nature 
of existing rates before relief can be secured. Thus Section 15a 
is more than a restatement of the rights of a carrier, and its in- 
corporation into statute is justified if it makes easier the process 
by which the constitutional rights of a carrier are secured. 

The second change effected by Section 15a discloses a more 
subtle reason for railroad opposition to its repeal, a reason 
which belies the assertion that Section 15a only repeats rights of 
the carrier under the Constitution. The constitutional protec- 
tion applies to individual carriers; Section 15a applies to the 
carriers “as a whole” or “in groups.” Since statutory provision 
cannot replace constitutional right, the statutory right to a fair 
return in groups is an additional right of the carriers which 
would not obtain under the Constitution alone. If the carriers 
get their fair return in groups which, as we have seen, results in 
some carriers getting more than a fair return and others less, the 
weaker roads could claim increases in rates under the Constitu- 
tion, and the stronger roads are entitled by Section 15a to retain 
one-half of the excess earnings which they might not otherwise 
have been allowed to collect from the public. In practice the 
weaker roads may not find the constitutional protection ade- 
quate, since rates are limited by the competitive situation or by 
the principle of what the traffic will bear. The result, therefore, is 
that they go without that which they are constitutionally en- 
titled to, and the stronger roads in the group get more than they 
could demand under the Constitution. 


DOES SECTION I5A CONSTITUTE A GUARANTY? 


Section 15a is often attacked as constituting a guaranty to 
the railroads. Much popular feeling against the transportation 
act arises from this notion. This prevalent but false belief is 
probably to be explained in two ways: first, by confusion of 
Section 15a with the provision for the temporary guaranty by 
the government for the first six months following the termina- 
tion of federal control; secondly, by a simple misunderstanding 
of the provisions of the section. 

That Section 15a carries no governmental guaranty is evi- 
dent from a consideration of the fact that since the return of the 
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roads to their owners, they have not made the fair return in 
groups. Yet this cannot give rise to any claim on the part of the 
railroads to funds from the government treasury. 

Though the section is far from being a guaranty of earnings 
in the usual sense of the term, it might have a similar result if 
the Commission were obligated to increase rates to make up 
these sums by which they feli short of the fair return. That the 
section is not so interpreted is apparent from the words of the 
Commission in Rates on Grain, Grain Products, Hay, Etc., de- 
cided September 3, 1921.° 


. . . . the duty cast upon us by Section 15a is a continuing duty and 
looks to the future. It does not constitute a guaranty to the carriers, nor is 
the obligation cumulative. We are not restricted by past or present statis- 
tics of operation and earnings. These are serviceable only as they illuminate 
the future. What is contemplated by the law is that in this exercise of our 
rate-making power the result shall reflect our best judgment as to the basis 
which may reasonably be expected for the future to yield the prescribed 
return. 


In another case, Reduced Rates, 1922,"° the Commission says 


that the determination of the percentage return “implies, or car- 
ries with it, no guaranty. Read in connection with the provision 
for recapture of one-half of the excess above 6 per cent it is, in- 
stead, a limitation.”” The Act cannot, therefore, be considered a 
guaranty of rates sufficiently high to insure the stipulated return. 


SECTION I5A AND THE STANDARD OF REASONABLENESS 


Closely allied with the “guaranty” argument is the claim 
that the Rule of Rate-Making at least assures the railroads of 
earnings, regardless of the ability of traffic to stand such high 
rates. In other words, the standard of reasonableness is said to 
have been changed, and the element of cost of service made the 
sole determinant; at least the dominating element. Section 15a 
is thus considered to have practically annulled the original pro- 
visions of Section 1 which provided that all rates should be just 
and reasonable, and which meant just and reasonable from the 
point of view of the shipping public. If this claim can be proved, 


* 64 L.C.C. 85, 90. 
” 68 I.C.C. 676, 681. 
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the Rule of Rate-Making stands condemned. To make cost fac- 
tors the only determinant of reasonable rates would be econom- 
ically unsound. The most that can be conceded to cest factors is 
that they be given equal weight with the value of service factors. 

The extreme position in respect to this criticism of Section 
15a was taken by S. H. Cowan, representing the American Na- 
tional Livestock Association before the Senate Committee on 
Interstate Commerce. Mr. Cowan says that under the present 
act a rule of rate-making is established by section 15a “that 
annuls the other provisions of the act and abandons the idea of 
making reasonable rates, and annuls all remedy of the shipper 
by the very fact of that rule.’ 

Let us refer to the Act itself to see if such an accusation is 
justified. The Act provides that the Commission shall prescribe 
such rates that the carriers as a whole or in groups may earn an 
aggregate net railway operating income equal, “as nearly as may 
be” to a fair return, etc. This would seem to indicate an accept- 
ance of the impossibility of always securing a fair return with- 
out increasing rates unduly, and would suggest that the Rule of 
Rate-Making was to be tempered by consideration of the rea- 
sonableness of rates from the shipper’s standpoint. 

Even more clear is the proviso which concludes the state- 
ment of the Rule of Rate-Making. “Provided, That the Com- 
mission shall have reasonable latitude to modify any particular 
rate which it may find to be unjust or unreasonable.” This clear- 
ly indicates that the old standards of reasonableness are to be 
maintained. 

The Interstate Commerce Commission may be quoted to 
bear out the contention that the old standards of reasonableness 
remain in force. Thus in the Reduced Rates Case, 1922,” the 
Commission pointed out as one of the questions to be investi- 
gated “whether present rates, fares, and charges, in the aggre- 
gate, as a whole or in the several rate groups defined in /n- 
creased Rates, 1920 (58 I.C.C. 220, 489) .... or upon specified 
commodities or descriptions of traffic, are or will be unreason- 
able under section 1 or other provisions of the act.” Here there 


“™ Hearings, Sen. Com. on Interstate Commerce, 1924, p. 211. 
* 68 L.C.C. 676. 
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is no tendency to put the Section 15a standard ahead of the old 
standards of reasonableness. As a result of this proceeding, 
rates were reduced in spite of the fact that the carriers had re- 
ceived less than a fair return. 

The Commission in its special report to the Senate Commit- 
tee on Interstate Commerce” listed a large number of reduc- 
tions made in 1921 and 1922, and said, “The above discussion 
of reductions in 1921 and the early part of 1922 has been given 
in order to make it plain that even though the carriers were not 
earning the fair return contemplated by Section 15a, that condi- 
tion did not operate to prevent rate reductions where the rates 
were thought to be unreasonable 

The opponents of Section 15a are forced to admit that the 
Act attempts to reconcile Section 15a and Section 1 by the pro- 
viso above quoted, but they consider the reconciliation impos- 
sible. Mr. Cowan takes this position and argues that if each 
commodity is subject to regulation on the basis of the proviso, 
such commodities are taken out of the catalogue of those that 
pay the required percentage net return, and the act is thus re- 
duced to absurdity, and the device of basing rates on a percent- 
age net return thereby becomes unworkable. To make Section 
15a workable, Section 1 must be ignored, he argues. 

The relationship between the standard of reasonableness of 
Section 15a and the standard of Section 1 can be explained as 
follows: 

1. The general level of rates should be high enough to cover 
costs including a fair return upon the property devoted to public 
service. 

2. Since the general level of rates is made up of the aggre- 
gate of individual rates, and since the Rule of Rate-Making 
might be inconsistent with Section 1 of the Act in the case of cer- 
tain commodities, such commodities shall not be expected to 
contribute additional earnings necessary. Section 1 thus pre- 
vails. 

3. But the application of Section 1 shall not estop the oper- 
ation of Section 15a, since the burden of the increase can be 


* Hearings, pp. 660-62. 
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shifted to such commodities as will bear the increase (the flat 
percentage increases of 1920 to the contrary notwithstanding). 

4. If such a large part of the traffic will not stand increases 
necessary to make a fair return possible, the Commission is 
under no obligation to make such increases. The Commission 
has fulfilled its duty under Section 15a by adjusting rates “as 
far as may be” to secure a fair return, and has not violated Sec- 
tion 1. 

It is thus apparent that Section 15a does not put the cost 
standard of reasonableness ahead of the value of service stand- 
ard. 

The argument as stated and refuted above assumes that 
Section 15a and Section 1 work in opposite directions, the for- 
mer toward rate increases and the latter toward decreases. This 
is not always true. A reduction of rates under Section 15a might 
increase the volume of traffic and increase earnings. If roads are 
getting a less than fair return, it may be a reduction in rates 
rather than an increase in rates which will bring about the de- 
sired increase in earnings. The Commission used this argument 
in the Reduced Rates Case as a further reason for justifying de- 
creases in rates. 

Thus, the two standards of reasonableness do not always 
work in opposite directions, and when they do they are not in- 
consistent with each other as a rule. When they are inconsistent, 
Section 1 prevails. 


SECTION I5A AND EFFICIENCY 


Section 15a is alleged to be conducive to inefficiency and a 
stimulus to extravagance and lavish expenditure. Two distinct 
reasons for this result are commonly advanced. First, the sec- 
tion is alleged to be a cost-plus arrangement assuring a profit 
whatever operating expenses may be. Secondly, the Recapture 
Clause is supposed to induce concealment of profits, or extrava- 
gant expenditure in order to avoid division with the government. 

The railroads may or may not be lacking in efficiency, but it 
is difficult after careful consideration of the facts to prove that 
Section 15a encourages inefficiency. The following facts are 
urged as a defense of Section 15a against such a charge. 
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1. The Rule of Rate-Making applies to the railroads in 
groups, not to roads individually, hence the earnings of each 
road within the group depend upon its efficiency. If it is getting 
less than 6 per cent, it has an incentive for getting the full 6 per 
cent. If it is getting 6 per cent it is entitled to one-half of the 
excess earnings. Why should a railroad waste a whole dollar, if 
by not wasting it, it may keep half of it, said Mr. Thom, general 
counsel for the railway executives before the Senate Committee 
on Interstate Commerce. Section 15a does not remove the incen- 
tives to economy. 

2. The accounting regulations of the Interstate Commerce 
Commission should furnish adequate protection against the fal- 
sification of accounts and the concealment of earnings. The pad- 
ding of expense accounts would undoubtedly be detected. Capi- 
tal expenditures could not be charged to operating expenses 
without infringement of the accounting regulations. These regu- 
lations should be ample protection against the grosser forms of 
misrepresentation, and the authority of the Interstate Com- 
merce Commission is comprehensive enough to cover other 
forms of misrepresentation as they arise. Critics of Section 15a 
who assume that the Recapture Clause is as easily evaded as 
were the excess profits taxes during the war forget that the rail- 
road accounts are strictly regulated. 

3. Section 15a provides adequate protection against ineffi- 
ciency wherever it may be found to exist. Reference to the sec- 
tion shows that the Commission must establish rates such as 
will “under honest, efficient and economical management and 
reasonable expenditures for maintenance of way, structures and 
equipment,” earn a fair return for the carriers. The report of 
the Commission to the Senate Co:nmittee on Interstate Com- 
merce states at considerable length the activities of the Commis- 
sion with respect to the matter of honest, efficient, and econom- 
ical management.** Space does not permit an analysis of these 
activities. Both Commissioners Eastman and McManamy, in 
separate expressions, state that in their opinion the Commission 
has not fulfilled its obligations under the act in this respect, but 


* Hearings, pp. 667-70. 
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they blame Congress for not supplying adequate funds to the 
Commission. 

In summarizing the above points it appears that: (1) there 
is adequate motive for efficiency on the part of the carriers, as 
Section 15a is not a cost-plus arrangement; (2) Section 15a it- 
self provides adequate protection against whatever inefficiency 
there may be; (3) the power of the Interstate Commerce Com- 
mission over accounts is extensive enough to prevent evasion of 
the Recapture Clause. Any failure in administration of the law 
can be remedied by providing the Commission with funds and 
personnel sufficient for the task. 


SECTION I5A AND RAILROAD CREDIT 


The principal argument in support of Section 15a is that it 
is necessary in order to maintain railway credit. The flow of 
funds needed to develop, extend, and improve our transporta- 
tion facilities will not be forthcoming without a promise of a 
fair return. President Willard, of the Baltimore and Ohio, says 
that the railroads could not have raised the billion or more dol- 
lars which they borrowed in 1923 upon the basis of their earn- 
ings alone, but with the assurance of fair treatment afforded by 
Section 15a the funds were supplied. It is further argued that 
the repeal of Section 15a would injure railroad credit more than 
its presence has aided it, for the repeal of the Rule of Rate-Mak- 
ing would be interpreted as a repudiation by Congress of the 
policy of giving the carriers a fair return upon the value of their 
property. 

Just how much influence the “assurance” of a fair policy to- 
ward railroad capital exerted in securing investment in railroad 
securities is a matter which can be ascertained only by careful 
study of the investor’s mind, but it may have been an influence 
of considerable importance. 

However, there are a number of reasons for believing that 
Section 15a has partially failed in fulfilling its mission of re- 
habilitating railroad credit; in fact, the Section may prove an 
injury rather than a help to railroad credit. These points de- 
mand our attention. 
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1. Railroad stocks and, to a lesser extent, bonds, are a 
somewhat less attractive investment than before Section 15a be- 
came a law. Since the Recapture Clause takes one-half the earn- 
ings above 6 per cent, the opportunity for large returns is par- 
tially removed. Since investors cannot be appealed to on the 
basis of possible speculative returns as effectively, the tendency 
to finance betterments and extensions by bond issues may be 
expected to increase, a policy dangerous to railroad credit. Fur- 
thermore, past deficits or failure to earn a fair return will not, 
under the Recapture Clause, reduce the amount to be recap- 
tured. The Recapture Clause takes one-half the excess earnings 
for each and every year that excess earnings arise. The Recap- 
ture Clause is thus so drastic as to discourage investment in rail- 
road enterprise. 

2. The loan provisions of the Act do not afford a cheaper 
source of credit than can be obtained from private sources. The 
half of the excess earnings recaptured by the government goes 
into a general railroad contingent fund to be used by the Com- 
mission “either by making loans to carriers to meet expenditures 
for capital account, or by purchasing transportation equipment 
and facilities and leasing the same to carriers.” Before such 
loans are made the Commission must be satisfied as to the abil- 
ity of the carrier to pay the loan. The security offered must be 
adequate to secure the loan, and such loans are to pay interest at 
the rate of 6 per cent per annum. The intent of this provision 
was to afford relief to the weaker roads by providing a source of 
credit on favorable terms. Unless the Commission is more leni- 
ent than the bankers with respect to security offered, the loans 
from the contingent fund would not seem to afford much relief 
to these roads. If they can furnish adequate security, they can 
normally borrow at a rate as low as 6 per cent from private 
sources. The unfavorably located roads, furthermore, are the 
roads which cannot provide adequate security, and hence can- 
not be in any great measure helped by this new source of credit. 

3. Extensive loans to the carriers from the contingent fund 
may impair the security behind other railroad obligations. The 
United States statutes provide that obligations owed the govern- 
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ment constitute a prior claim upon the property of the debtor in 
all cases of insolvency or of bankruptcy.*® For a railroad to 
secure loans from the contingent fund would seem to impair the 
security behind existing bonds and weaken the railroad’s credit. 
However, this weakness in Section 15a could be remedied with- 
out the repeal of the Section. 

4. Section 15a may aid the credit of the stronger roads, but 
it impairs the credit of the weaker roads, i.e., those less favor- 
ably located from the traffic or operating standpoint. If the sec- 
tion strengthens railroad credit at all, it is because of the effects 
of the grouping device already pointed out. If rates are made 
that yield a fair return upon the value of railroads in a group, 
it will allow excess profits to some and less than a fair re- 
turn to others. This of course helps the credit of the stronger 
roads. If rates yield a fair return upon the value of the property 
in the group, and some roads get more than a fair return, such 
excess equals the deficits of the other roads in the group. It is at 
once apparent that the Recapture Clause is wholly inconsistent 
with the Rule of Rate-Making, for if the excess earnings of 
some carriers represent the deficits of other roads (i.e., the 
amount by which their earnings fall short of 6 per cent) why 
allow one-half of this excess to be retained by the stronger 
roads? To do so is to allow it to earn a return on a valuation 
not its own. And is it not absurd to provide a plan by which part 
of this excess is to be loaned to the weaker carriers at 6 per cent 
interest, since it represents earnings that yielded only a fair re- 
turn upon the value of the property in the group? Why ask a 
road to borrow that which according to the logic of the situa- 
tion should be its own anyway? If the Rule of Rate-Making is 
sound in principle, then the weaker road has a real claim to the 
surplus of the stronger roads, since the total return for the group 
was only sufficient to net a fair return to the property in the 
group. 

The statement that if Section 15a has increased rates it must 
therefore have aided railway credit and the credit of the weaker 
roads is a superficial argument even if it is admitted that Section 
15a has increased rates more than would have been done in the 

* Revised Statutes 3466 and sr1or. 
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absence of the Rule of Rate-Making. As long as the grouping 
device is used, certain roads are doomed to perpetual weakness. 
The Rule of Rate-Making, applied to groups of railroads, must 
necessarily fatten the stronger road and starve the weaker road. 
It will improve the credit of the strong road, but will ruin the 
credit of the weaker. 


DOES SECTION I5A COMPEL THE SHIPPERS TO FURNISH 
RAILWAY CAPITAL? 


It is alleged that Section 15a compels the shipping public to 
furnish new capital for railroad enterprise. In determining what 
should constitute a fair return upon railway property, the Com- 
mission is directed by the Act to give due consideration to the 
necessity of enlarging transportation facilities in order to pro- 
vide the people of the United States with adequate transporta- 
tion. For the first two years of the transportation act, Congress 
had declared a fair rate of return to be 514 per cent, but allowed 
the Commission, at their discretion, to add one-half of 1 per cent 
“to make provision in whole or in part for improvements, better- 
ments or equipment, which, according to the accounting system 
prescribed by the Commission, are chargeable to capital ac- 
count.”’ The Commission added the one-half of 1 per cent. This 
really compelled the users of the transportation service to pro- 
vide capital for the extension of transportation facilities. The 
5% per cent return was a fair return, a return presumably suffi- 
cient to attract additional capital, but the other one-half of 1 
per cent was not to attract capital from private sources, but to 
furnish additional capital. 

If the public is willing to contribute needed railway capital 
through the payment of higher rates, there is no reason why it 
should not do so. But since the public has long shown a disposi- 
tion to demand the best possible service at the lowest possible 
rates, it would appear strange indeed to find it submitting to a 
process of accumulating railway capital through additional rail- 
road rates. The long-established principle that railways are en- 
titled only to a fair return would indicate that if a railroad wishes 
to reinvest earnings, it may be expected to do so from reasonable 
earnings, and that it is not entitled to a larger return for the 
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purpose. But if the shippers should consent to provide railroad 
capital by paying higher transportation charges, thereby becom- 
ing the real investors, such investment certainly should not be 
included in the valuation upon which rates are based. If the 
shippers provide capital they are entitled to the return there- 
from. The shippers should not be compelled, in return for their 
generosity in contributing capital, to pay rates which yield a 
return thereon to the private railroad owners. 

The Commission, in fixing the 534 per cent as a fair return 
in 1922, evidently considered that that return would be suffi- 
cient to attract capital and did not expect capital to come from 
income afforded the carrier in excess of a fair return. This must, 
however, be inferred from the Commission’s order, since the 
Commission did not express themselves definitely on the subject. 
The public, apparently, is not being compelled to contribute to 
railway capital through the payment of higher rates as was done 
for the first two years of the transportation act. 

However, there are certain aspects of Section 15a which 
lend plausibility to this objection even at the present time. The 
recaptured earnings of the railroads are from presumably rea- 
sonable rates, since the rates are supposed to yield only a fair 
return upon the railroad property in the rate group. These ex- 
cess earnings, however, go into a fund to be loaned to the car- 
riers at 6 per cent for capital expenditures. In effect it appears 
that the public is thus contributing the new railway capital, but 
receives no return thereon since the interest on such loans ac- 
crues to the fund from which the loan was made. This apparent 
tax upon the public to build new railroad facilities is not a real 
one. It arises from the inconsistency of the Recapture Clause 
with the rest of the section. In so far as the level of rates affords 
only a fair return upon the railway property in the group, the 
earnings recaptured from the individual roads do not constitute 
a real excess levied from the public. The excess recaptured plus 
the excess retained by the fortunate roads represents the amount 
by which other roads in the group have fallen short of a fair re- 
turn. Only when there is an excess earned by the group as a 
whole is the recaptured fund a real surplus levied from the pub- 
lic and reinvested in railway property. The Rule of Rate-Mak- 
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ing would not permit the continuance of such an excess for the 
group, since a downward revision of rates would be in order. 


CONCLUSION 


The foregoing discussion has demonstrated that many of the 
attacks upon Section 15a are unfounded. But the section is not 
wholly immune from valid criticism. The failure of the section 
to afford relief to the weaker roads, in fact, its positively injuri- 
ous effects upon the credit of such roads, is perhaps the strong- 
est objection raised against the Act. It has been shown that the 
Rule of Rate-Making when applied to groups of roads results in 
more than a fair return to some carriers and less than a fair re- 
turn to others. Yet no adequate means are found for supporting 
the weaker roads from the reasonable earnings of the group. If 
it is sound in principle to adjust rates so as to give only a fair 
return upon the value of the property in the group, it follows 
that these earnings should support all the roads in the group 
that are honestly and efficiently managed, and no roads should 
get more than a reasonable return. At present the strong roads 
retain half their excess earnings, yet such surplus represents, in 
so far as the Rule of Rate-Making works successfully, a fair re- 
turn upon railroad property within the group, but not upon the 
property of the carrier which benefits by those earnings. The 
weak roads are supposedly taken care of by loans at 6 per cent 
from a fund composed of the remainder of the excess earnings. 
The result violates any reasoning which may be used to justify 
the Rule of Rate-Making. 

There are three ways by which the fair earnings of the 
group might be equitably distributed within the group: (1) by 
turning the excess earnings of the stronger over to the weaker to 
the extent that was necessary; (2) by the division of joint rates 
in favor of the weaker lines such as already is done to a limited 
extent under paragraph 6 of Section 15 of the Act; (3) by the 
consolidation of railroads into regional groups or in systems of 
equal earning power. The first of these solutions is practiced by 
France under their Transportation Act of 1920. It is open to 
serious objections, perhaps the chief of which is the unfavorable 
effect upon efficiency that might be expected from such a policy, 
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an objection which the French are striving to overcome. The 
second form of relief likewise affords difficulties of a formidable 
nature, but at least some improvement in the present state of af- 
fairs might be effected along this line. The third way out of our 
present illogical situation would seem to be most in keeping with 
present tendencies, but its accomplishment would give rise to 
other problems, the problem of efficiency again being one of the 
foremost. It is not within the scope of this article to attempt a 
general consideration of these schemes. Suffice it to say that 
they present by different routes a way out of a situation created 
by Section 15a which cannot long exist without undesirable con- 
sequences. 

This treatise has assumed for the most part that the valua- 
tion upon which the Rule of Rate-Making depends is a valua- 
tion arrived at according to sound economic principles. Even 
though Section 15a be sound in principle, if the valuation upon 
which rates are based is unsound, Section 15a would be objec- 
tionable. The Rule of Rate-Making is a recognition of cost as a 
factor to be considered in rate-making. One element in the cost 
of transportation is a return to capital sufficient to entice invest- 
ment in railroad enterprise. Interest upon intangible values, 
upon unearned increment, upon property donated by the public, 
or upon a valuation inflated by inventorying property at unnatu- 
ral prices such as is the result of the cost of reproduction method 
of valuation in a period of high prices; interest upon these values 
is not necessary to secure investment. Capital will be attracted 
by a fair return upon capital actually contributed by investors. 
lf “fair value” is held to include many of the above items, one 
need not be surprised at increasing sentiment toward govern- 
ment ownership of railroads. The public can have transporta- 
tion at cost. The public has long shown a disposition to demand 
it. If judicial definition of “fair value’ does not allow the public 
to get transportation service at cost under private ownership, 
the proponents of government ownership are provided with an 
effective argument. 

D. Puiwip LockKLiIn 


University oF ILLINOIS 





CO-OPERATION IN THE BLUE-GRASS 


The burley tobacco industry stretches from Illinois to Vir- 
ginia, but it centers in the plains region of Kentucky, in the area 
between the mountains and the Ohio River, locally known as the 
“Blue-Grass.” The chief money crop of the Blue-Grass is burley 
tobacco.’ In the Co-operative Association on June 1, 1924, the 
membership was 103,017.” The enterprise therefore includes a 
sizable number of growers and affects the crop which is most im- 
portant from a financial point of view. According to figures of 
the Association, the membership includes at least 75 per cent of 
the producers.* From these figures it may be concluded that the 
preponderant majority of the farmers in the district are associ- 
ated for better conditions in their most significant industry. 

The Burley Tobacco Growers Co-operative Association, as 
the organization is officially titled, developed as the result of 
sheer necessity. According to statements current in Kentucky at 
the present time and to numerous statements made in the press 
of the period of organization, the Blue-Grass faced bankruptcy.‘ 
Whether the condition was actually as serious as is pictured can 
be ascertained only with the greatest difficulty. This much is cer- 
tain: The average price per pound was 40 cents in 1919, and in 
1920 it tumbled to 12 cents. The cost to produce the 1919 crop 
varied from 15 to 81 cents per pound on the farms where the 
cost of production was recorded by agents of the Kentucky Ag- 
ricultural Experiment Station.’ The average cost per pound in 

* Kentucky Agricultural Experiment Station, Bulletin No. 229, p. 138. 

* Figures supplied by the Association. 

* See contract of the Association; also based on statements made by the offi- 
cers of the Association. 

*See reprint of address made by President James Stone before the con- 
vention of the Ohio Bankers Association, June 21, 1923; also the files of the Lex- 
ington Herald and the Louisville Courier-Journal, April 26, 27, May 5, 25, 30, 
1921, and for the entire months of January to August of the same year. 

*See Bulletin No. 229, p. 172. 
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1919 was 25.8 cents. The average cost per pound in 1920 was 32 
cents.° Assuming that these figures are representative and that 
there was no great change in costs from 1919 to 1920, as is, of 
course, certain, then tobacco which averaged 32 cents to grow 
sold in 1920 for an average price of 12 cents.” Certainly condi- 
tions were not prosperous—the press reports are sufficient proof 
—and the Association grew out of this period of depression. 

The list of members of the organization committee* contains 
the names of the leading bankers, newspaper owners, and grow- 
ers of the Blue-Grass. It is composed not of radicals, but of the 
conservative element. The owner of the Louisville Courier-Jour- 
nal was the leader of the group, and he is typical. The president 
of the State University was also a member. Mr. Aaron Sapiro, 
who had organized the California fruit-growers, was called in to 
act as director of the organization. The caliber of the founders 
shows that the organization was not the result of an agrarian 
movement which united discontented farmers in a sudden and 
ill-considered revolt against things as they are. Rather, it was 
sponsored by the serious and weighty members of the communi- 
ty, by the group which had the greatest stake in the Blue-Grass 
society and therefore had most to lose. 

The organization was well planned. The association was 
chartered first under the laws of North Carolina, but changed as 
soon as an enabling act was passed by the Kentucky Legislature. 
This act was passed with almost no opposition on January 10, 
1922, a week after the legislature convened, and the Association 
took advantage of its terms shortly after. Profit-making was 
prohibited. The sole object of the Association was to further 
co-operative selling, minimize speculation and waste, and sta- 
bilize tobacco markets in the interest of the grower and the pub- 

* Bulletin No. 229, p. 190, for 1919. Costs for 1920 supplied in letter dated 
November 25, 1924, from Mr. W. O. Nichols, of the Kentucky Experiment Station. 


* The prices per pound noted above are based on the Lexington market re- 
ports furnished by the Co-operative Association. These may be depressed. The 
Agricultural Yearbook for 1921, p. 622, gives the price of Kentucky tobacco as 
15 cents in 1920. This includes dark tobacco as well as burley, which sells for a 
somewhat higher price. 

* Printed in a pamphlet entitled Outline of Plan, published by the Associa- 
tion. 
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lic; so the agreement which each member signed provided, as did 
the act under which the Association exists.° 

The Association is controlled by a board of directors of 
twenty-five members. Twenty-two are elected from single-mem- 
ber districts, and these in turn choose three who are to represent 
the public and need not be growers. The districts from which the 
directors are chosen are designed to comprise areas producing 
substantially the same number of pounds of tobacco. The direc- 
tors are not, however, chosen by a direct vote of all growers, but 
first a primary is held in each county. In the county, the demo- 
cratic principle operates, for each member has one vote. But 
here the democratic idea begins and ends, for each county 
chooses one delegate for each million pounds of tobacco pro- 
duced there. The delegates then meet in the district and select 
one member as nominee for the directorship. At a general meet- 
ing of all the members of the district, the nomination is formally 
confirmed. 

The board of directors was given authority to create an ex- 
ecutive committee of five men. This committee now controls the 
Association, subject to the consent of the board. 

On entering the Association, each member signs an agree- 
ment to sell all his tobacco to the Association and agrees to be 
liable in case he should sell it anywhere else. He agrees further 
to permit the grading of all tobacco and to permit all of each 
grade to be pooled. Each member is guaranteed the same amount 
for tobacco of a given grade as other members are to receive. 
The Association is permitted to borrow on the tobacco in order 
to make a first payment. It is also permitted to establish ware- 
houses and offices, and curing or redrying plants where needed. 
But no member is under obligation to produce tobacco. He is 
only obliged to market it through the Association in case he 
should produce any. 

This sketch, which is taken from the contract .and the ex- 
planatory addenda, gives the broad outline of the plan. It met 
with the approval of thousands of growers, who signed rapidly. 

The methods used to secure signatures have been criticized 
on the ground that the plan was not properly explained to pros- 


* Chapter i, Section 1, of the Laws of Kentucky, 1922. 
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pects, and that too much was promised. This is given as one 
reason for the grave discontent which now exists in the member- 
ship. It was stated that the price would be maintained well 
above existing levels; that the elimination of the profits of the 
middlemen would react to increase the farmer’s price greatly; 
that only by union would the farmers receive their just dues. 
These arguments were presented to the growers in mass meet- 
ings. Crowd psychology, if there is such a thing—at any rate, 
the emotional behavior of individuals in groups is credited with 
having secured sufficient signatures to make the agreement ef- 
fective for the 1921 crop as well as for the five crops beginning 
in 1922. With fifty-five thousand signatures, asserted by the or- 
ganization to include three-fourths of the producers, the Asso- 
ciation embarked on the six years’ experiment.” 

One further point requires treatment before the operations 
of the organization may be described. Before the Association 
could operate successfully, a place to keep the tobacco was nec- 
essary. Throughout the burley area warehouses had been built 
by private entrepreneurs. Many of these were growers who op- 
erated the warehouses chiefly for their own tobacco. In these 
warehouses, the tobacco was auctioned off to agents of the large 
tobacco companies. Here it was also stored until needed by the 
purchasers. Possession of the warehouses was absolutely essen- 
tial for success. It is stated by officials** that without the ware- 
houses the Association would have been crippled, if not prevent- 
ed from starting at all. This is probably correct, as duplication 
of the present warehouse system would have required much 
more immediate capital than it did to obtain the use of the one 
already built. 

There was little difficulty encountered. The reason ascribed 
for this is that the warehouses were owned by growers interested 
in the success of the new organization. At any rate, the ware- 
houses were secured. The method was quite efficient. First, six 

*” The contracts provided for a five-year agreement to sell through the Asso- 
ciation unless three-fourths of the growers signed by November 15, 1921, in 
which event the experiment was to begin with the 1921 crop and run for six 
years. 


“In conversations with several at the principal offices in Lexington, Ken- 
tucky. 
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subsidiary warehouse corporations were created. These were 
under cross-agreement with the Association to receive, grade, re- 
dry, and store all tobacco turned over to the organization at the 
cost of operation. These corporations in turn made agreements 
to purchase the warehouses, around a hundred in all. For the 
first six months, they were leased at 8 per cent. At the end of 
that time, they were purchased. The owners were given the op- 
tion of having the new corporation take over all indebtedness 
and receiving two-thirds of the investment in 8 per cent pre- 
ferred stock and one-third in 6 per cent bonds; of paying all 
debts and receiving non-interest-bearing notes; or of paying all 
debts and receiving one-fourth in cash, and two-thirds of the 
balance in 6 per cent bonds and one-third in 8 per cent stock. 

In order to take care of the stock, bonds, and notes, the As- 
sociation was authorized to deduct from the payments to the 
members a suitable sum. The members were to receive common 
stock to equal the amount deducted from the tobacco payments. 
The whole amount of stock, bonds, and notes was to be retired 
by the end of the agreement period, six years hence. At that 
time, if present progress continues, the warehouses will be owned 
by the growers, each of whom will have common stock propor- 
tionate to the amount of tobacco he has turned in to the Associa- 
tion. It is a clever plan and is working well. Even though the 
Association should fail, the growers as a body will be warehouse- 
owners from now on. 

Just what the men who organized the Association thought 
they were doing is difficult to ascertain. Possibly they did not 
reason very far into the effect of the organization on the price. 
The campaign literature gives no reasoned statement as to just 
how control over sale would raise prices. Statements were made 
that the grower was entitled to a fair return, just as was the 
manufacturer—was entitled to cost of operation plus a reason- 
able profit. His wife should be permitted to stay at home, his 
children to go to school, the whole family to wear decent clothes. 
How the fair return was to be secured, no one knew, apparently. 
There is little indication that the supply was to be cut down by 
the organization, and no open efforts, at least, were being made 
to curtail supply, as late as the past summer, on the part of the 
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officials of the Association.** The literature abounds with the 
word “stabilize”; prices were to be stabilized. Apparently the 
idea was to carry surpluses over from good years to slim ones in 
order to make the price uniform. Also the organizers felt that in 
some way the price secured by bargaining through one sales 
agent would prove higher than that which each individual could 
secure. Also that indefinite term, “middleman’s profit,” was to 
be eliminated. But the notion of conscious curtailment of supply 
was apparently absent. It is true that when the Association be- 
gan to experience evil fortunes, members were asked in the an- 
nual reports to emphasize quality rather than quantity. This is 
different from fixing the quantity which each grower is to raise. 
The Association began operation in the fall and winter of 
1921-22, and the success which met the first efforts was great. 
Just as the promoters predicted, the price of tobacco went up- 
ward. Where the 1920 crop brought only 12 cents, that of 1921 
averaged 21 cents, a clear gain of 9 cents, for which the Associa- 
tion claimed credit. Enthusiasm ran high, as is indicated by the 
increase in membership. Seventy-seven thousand growers in- 
stead of 55,000 shipped their tobacco to the Association ware- 
houses in the fall of 1922. Apparently the Association had justi- 
fied its existence. To be specific, in 1921, 55,617 growers deliv- 
ered 119,914,613 pounds of tobacco, for which, in the year of 
delivery, they received 21 cents per pound. This last point was 
tangible evidence that in co-operative marketing was the solu- 
tion for the tobacco-growers’ problems. Had there been some- 
one inclined to cynicism and with the adequate information, he 
might have pointed out that although in 1920 the crop had to- 
taled 315,000,000 pounds, in 1921 the crop totaled over 30 per 
cent less—220,000,000 pounds, to be exact.** This decrease is 
sufficient to warrant the assumption that even without organized 
selling, a substantial rise in price would have occurred in 1921. 
It is not fair, however, to say that the Association had no in- 
fluence in the rise in price, or that its efforts were wasted. For 
one thing, the Association permitted all growers to secure an ad- 
“ Officials denied any such intent on being questioned in August, and no 
such efforts had been exposed by the press. 
* United States Department of Agriculture, Yearbook, 1922, p. 726. 
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vance loan on their tobacco as soon as it was brought to market. 
This averaged 8 cents a pound, according to Association figures. 
Prior to the organization days, it had been difficult to borrow on 
the tobacco crops. By the united efforts of the growers, loans 
approximating 40 per cent of the value of the crop were made by 
the banks of the districts. The War Finance Corporation also 
made loans on warehouse receipts for redried tobacco. These 
loans permitted the Association to make a payment on the tobac- 
co before any of it was sold, and eased the financial situation. 
Similar loans have been made on the 1922 and 1923 crops. 

One of the difficulties constantly encountered in pre-Associa- 
tion days was that of grading. Grading was never on a scientific 
basis. The grower graded his tobacco and brought it to the auc- 
tion floor, and there buyers purchased it on the basis of a snap 
judgment. A variation in grade meant appreciable difference in 
price. In 1921 the prices of various grades of tobacco ranged 
from 53 cents for the best to 5 cents for the least usable. There 
are many gradations in between. One of the first acts of the As- 
sociation was to train ninety-five graders in a school held for 
that purpose. A uniform system of grades with fifty-two types 
was created, and the graders were instructed so that they should 
apply the system in a uniform manner. The result is that a 
grower receives full value for all his tobacco, and the manufac- 
turer knows what to expect when he buys tobacco of a specified 
type. 
Another benefit is the saving through the establishment of re- 
driers. Before tobacco can be stored for any length of time, it 
has to be cured, or redried, as it is called. Before the organiza- 
tion of the Association, the standard price for redrying tobacco 
was $2.00 per hundred. The Association has now gotten this 
price reduced to $1.25 per hundred. Figuring from this basis, 
the Association would have saved $1,250,000 in the cost of re- 
drying the 1923 crop alone. But the Association had established 
eleven redriers of its own, and the operation of these plants has 
shown a saving of approximately $900,000 as compared even 
with the reduced rate.** 

Up to the summer of 1924, scraps and sweepings saved have 


** From a typewritten Association report, June, 1924. 
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been sold by the Association for a total of $300,000. An Associ- 
ation report states that by moving buildings, building fire walls, 
etc., the Association has saved hundreds of thousands of dollars 
in insurance. 

The most encouraging feature of the system, however, is 
probably the low cost of handling the tobacco, and the efficiency 
with which the organization functions. ‘The net cost of market- 
ing through the pool was 1.2 cents a pound the first year. It is 
difficult to get figures giving the cost in the pre-Assoc:ation pe- 
riod, but this amount is looked upon as being beiow that cost. 
Of course, no profit is taken on operation. The warehouse obli- 
gations are being retired in accordance with the schedule at 4 
cent a pound.*® 

There yet remains the task of chronicling the events follow- 
ing the year 1921, when the outlook, so optimistic at the start, 
begins to become blurred and dull. Table I, showing production 
totals and average costs, tells the story well. 

Though the Association fixed the price well above the cost of 
production the first year, it sold its tobacco. The figures for the 
years 1922 and 1923 are self-explanatory. The price was main- 
tained at a level above the cost of production, the production in- 
creased, and the tobacco did not sell. The decrease in produc- 
tion in 1924 is the natural result of failure to sell the 1922 and 
1923 crops. 

Further figures in cost of production follow: In 1921, 99.3 
per cent of the crop was produced below the Association’s selling 
price; in 1922, 93.2 per cent; in 1923, at least 70 per cent.”* 

Drawing conclusions in a study of this nature is of course 
hazardous. One may say, however, with quite a bit of assurance 
that an attempt by a co-operative association to raise the price 
above the cost of production will fail unless a method of limiting 
the supply or of increasing the demand can also be found. It 
seems clear that, if the Burley Association is to prosper, its price 
must move in harmony with production costs, or else the sup- 
ply must be limited—or the demand increased. 

*s From a typewritten Association report, June, 1924. 

** Supplied in Mr. Nichols’ letter noted above. 
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Can the supply be limited? So far, no successful technique 
has been discovered. In 1908 there was almost a complete “cut- 
out,” but this was secured through force. That was the year of 
the “night riders,” who terrorized non-associators into inaction. 
There was some bloodshed and disorder, and many bitter feuds 
were begun. Few people in the Blue-Grass would wish to go 
through a siege of the same sort again. 

A movement to cut out the 1925 crop is now under way. 
Meetings have been held ever since last June in various counties 











TABLE I* 
- A Average 
Taos Total Pounds Average Cost |Pounds Delivered} Amount Still Price 
Produced of Production | to Association Unsold Fixed by 
n 
Cents Cents 
ee 315,000,000 pee © Be hs ctr a ganes <abee sb ong 21 
ee 220,000,000 15.8 ere ae 21 
ee 275,601,000 15.7 197 ,009, 763 16,611,345 21 
1923...... 326,116,000 27. 244,994,291 | 158,608,380 21 
BODE. s.<-33 240,000,000 | Unavailable | 160,000,000 |............. 21 
(near 17 cents)| (estimated) 




















* This table is taken from a variety of sources. The 1920 and 1921 production figures are from the 
Department of Agriculture Yearbook, 1922, p. 726. The production figures for 1922 and 1923 are from 
the Department of Commerce Bulletin No. 155, “Stocks of Leaf Tobacco, 1923,” 1924, p. 26. The 1924 
production estimate is from the Agricultural iment Station of the University ° tucky, letter 
of Mr. W. O. Nichols, head of department, dated November 25, 1924. The cost of production per pound 
is from the same source. The figures on the amount turned in to the Association, on the amounts still 
unsold, and on the average price are from the Association reports and statements. 
to consider ways and means of curtailing production. At meet- 
ing after meeting it has been resolved to produce no tobacco 
next year. Whether this movement will be successful is doubtful 
unless force isemployed. Education is after all a tedious process. 

Already sporadic outbreaks of bed-raking and salting have 
occurred,*” but these have been very infrequent, and the result 
of personal feuds rather than of concerted efforts to stop the 
growing of tobacco. Of course the independents are selling their 
tobacco at a price just below that fixed by the Association. The 
non-members are reaping the reward of the Association’s absti- 
nence. This is naturally irritating to the men in the organization 
who are waiting impatiently for payment on their own tobacco. 


The Association is taking no attitude other than, as stated 
"See Lexington Herald for months of July and August. 


} 
i 
i 
i 








494 HARRY A. BARTH 


above, to urge production of quality rather than quantity. The 
real action will be taken, if there is any, by the county associa- 
tions which are being fostered by the Association, partly as a 
method of strengthening the main organization, partly as a 
means of securing joint discussion of social and health problems 
of each county.** 

One solution to the problem would be an increase in con- 
sumption. President Stone went to Europe last summer in an 
attempt to sell burley abroad. The exports of burley in 1923, 
however, were only 6,000,000 pounds,”® 1.8 per cent of the total 
production for that year. European consumption is probably in- 
creasing, but the future increases will have to be phenomenal to 
make any great difference. An increase in consumption of chew- 
ing-tobacco and cigarettes in this country may possibly take 
place. It will have to be sudden and startling and immediate to 
help the Burley Tobacco Association in its present state. 

Production figures of cigarettes and plug, twist, fine-cut, 
smoking, and snuff, into which burley goes, are not particularly 
favorable. See Table II. 

The experience of the Burley Co-operative Association so 
far shows: (1) that an attempt to keep the price of the product 
above the cost of production while disregarding the necessity for 
curtailing supply or increasing the demand will fail; (2) that 
there are certain economies in joint selling; (3) that it is possi- 
ble to organize farmers into selling agreements. 

It does not prove that an association which aimed at curtail- 
ment of supply would either succeed or fail. It does not prove 
that an association which merely aimed at securing a price cov- 
ering the cost of production or which merely aimed at stabilizing 
prices by holding over surpluses from good crop years to bad 
would either succeed or fail. This has really not been tried. It 
does not prove that actual economies in operation would be 
either secured for the farmers, or passed on to the manufacturer 
or the producer. This question is still open. 

* The avowed object of the Association is not only to secure better prices 
for tobacco, but also to better social conditions among the growers. 

* Bulletin 155, mentioned above, p. 38. 
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The first point seems indisputable: a policy leading to a rise 
in price is hazardous. The greater the success of the effort, the 
greater the failure. Success breeds failure. Success is measured 
by the extent to which prices are raised. But with a rise in price 
comes increased production, which necessarily results in a fall in 
price or failure to sell the bulk of the crop. Literally, the officers 
of an association striving for this end are like the medieval monk 
pursued by a squadron of devils. The faster they run, the great- 
er is the necessity for speed. 

The Association is chiefly interesting as an experiment in 











TABLE II* 
Production of 
Production of | Other Tobacco, 
Year Cigarettes (in |Excluding Cigars 
illions) (in Millions 
of Pounds) 
RAE PPAR TIES 53 424 
ad sia nse Seeensier ene. own ate 47-5 412 
RPO err re 52 387 
a a6:4's Gas Gratotendns gio obs ct 55-75 419 
Ric caha tienda nes ances 66.5 413 











* Bulletin 155, cited above, p. 46. 


social co-operation. In the very heart of an area traditionally 
known for the independent spirit of its inhabitants, a very exact- 
ing sort of co-operation has been set up. Whether successful or 
not in attaining the object, the fact of co-operation cannot be 
denied. A large majority of the farmers of the Blue-Grass are 
acting together under trying circumstances. The effort is de- 
serving of better success than it has so far experienced. 

A change in price policy” might bring the desired results. 
Continuation of the present policy seems destined to send the 
enterprise on the rocks. The technique of organization has been 
good. The policy has been unfortunate. 

Harry A. BARTH 


UNIVERSITY OF OKLAHOMA 


* The Association has no declared price policy other than to secure a “fair 
and profitable price.” See report to members, May 20, 1924. A policy has been 
ascribed to the Association based on the price which has been asked for the prod- 
uct. 
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Changes in the Size of American Families in One Generation. 
By Ray E. Baber AND Epwarp A. Ross. Madison: The 
University of Wisconsin, 1924. Pp. 99. $1.00. 

This study is an interesting addition to those previously made by 
Miss Amy Hewes and the late Frederick Crum on the changing size of 
native American families. The material was collected by means of 
questionnaires sent to the native-born families of middle-western col- 
lege students, who not only filled in the returns for the families of 
their brothers and sisters, but also for their parents. By this means 
schedules were secured for approximately 2,500 families of this gen- 
eration, the husbands in which were born on the average in 1866, and 
for 750 families of the previous generation in which the average year 
of birth for the husbands was 1834. The study, therefore, probably 
covers a representative group from the middle-class native stock in 
the Mississippi basin. 

The families of the previous generation had, on the average, 5.44 
children. The average number of children in those families of the 
present generation which do have children at all is 3.35. This is a de- 
crease in the average size of the family of 38 per cent. In addition, 13 
per cent of the present families are infertile, making the average num- 
ber of children per family only 2.81. 

The authors then quote Dr. Louis I. Dublin’s paper, The Signifi- 
cance of the Declining Birth-rate, which was written in 1917 and 
based upon the rgro life-tables, to show that 3.7 children “per mar- 
ried couple were required to replace the preceding generation,” and 
conclude that the families of native stock are rapidly decreasing, both 
relatively and absolutely. They consequently write gloomily that “the 
present prospect is that in a hundred years it (the present native 
stock) will be numerically a negligible element in the American people. 

These figures do indeed seem foreboding, until one begins to ex- 
amine them more closely. Then it is seen that the authors have mis- 
understood Dr. Dublin’s earlier paper, and that, through no fault of 
their own, they also have not taken full cognizance of the later statis- 
tics which he has since utilized. The misapprehension arises from the 
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fact that Dr. Dublin’s earlier figure of 3.7 children being necessary to 
replace the preceding generation was not the number required from 
each married couple, but instead from each fertile couple. The proper 
comparison which Messrs. Ross and Baber should have made with 
this figure was, therefore, not that of 2.81, but that of 3.41. When this 
comparison is made, the middle-class American stock is seen not to be 
dying out as fast as Messrs. Ross and Baber believe. 

Nor is this all. Dr. Dublin has recently made a most thorough re- 
vision of his study and has brought it down to date. He now finds that 
only 3.1 children are needed from each fertile couple to keep the pop- 
ulation as a whole constant. Due to the lower death-rate among the 
middle classes, this number would probably be somewhat smaller for 
the native-born group. The stock which the authors have been study- 
ing is seen, therefore, to be still increasing, and not declining at the 
rapid rate which this monograph would have us believe. The 100 per 
cent Americans can indeed say, with Mark Twain, that the report by 
Professors Ross and Baber of their death is greatly exaggerated. 

While the birth-rate has been declining, moreover, the infant mor- 
tality rate has been decreasing as well. Thus, whereas 12.9 per cent of 
all the children formerly died before their fifth year, now only 7.9 per 
cent die during this period. This decrease helps to a small degree to 
offset the decline in the birth-rate. That there are elements of serious- 
ness in the situation, however, is indicated by the fact that an investi- 
gation of 100 dependent families disclosed an average of 6.49 children 
per family. 

Several other interesting tendencies are disclosed by the investi- 
gation. The men of this class now marry approximately two years 
later than their fathers, and the women nearly three years later than 
their mothers. That this is not merely due to the longer period of edu- 
cation which the present heads of families enjoyed will be seen from 
the fact that the average age of marriage of men in the past generation 
with only an elementary school education was 25.2 years, while for 
men of the present generation with the same educational advantages, 
the average age was 27.1. For the women of the two generations with 
such educational opportunities, the average age of marriage was 21.1 
and 23.0 respectively. 

The birth-rate for ministers is found to be appreciably higher 
than that of members of other professional groups. This conclusion is 
confirmed by a recent study in the registration area by the census 
bureau on the average number of children of fathers from forty to 
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fifty years of age classified according to occupations. In view of Pro- 
fessor Visher’s recent investigation concerning the occupations of 
fathers of members of Who’s Who, which showed that the sons of min- 
isters had a relative proportion of members 2,400 times as great as 
sons of unskilled laborers, it is probably well for society (despite the 
overvaluation given by Who’s Who to writers and lecturers) that the 
ministerial class has maintained a birth-rate which others might re- 
gard.as a proof of their improvidence. 
Paut H. Douctas 
UNIVERSITY OF CHICAGO 


Interest as a Cost. By CLinToN H. Scovety. New York: Ron- 
ald Press Company, 1924. Pp. vi+254. $2.50. 

Mr. Scovell is recognized as the leading advocate among ac- 
countants of the inclusion of interest, on owned as well as borrowed 
capital, as an element in cost in manufacturing and merchandising. 
In this volume he aims at treating the question exhaustively, arguing 
his own position from every angle and answering all possible objec- 
tions. The first three chapters deal with economic principles involved 
and the fourth with the practical advantage of including interest. The 
next four chapters treat the more technical phases of the accounting 
problems involved. The later chapters deal with the points of view of 
the parties concerned in accounts, including labor and the public, with 
the historical development of the position of the courts in regard to in- 
terest, showing their movement toward including it in cost, and with 
“objections.” A concluding chapter sums up the argument, and two 
brief appendixes marshal further testimony from economists in regard 
to the meaning of profit and of capital. 

The issue, as recognized by the author, is largely one between 
points of view, especially between those of the technical accountant 
and of the economist in a broad sense. Comment by the present re- 
viewer should be prefaced by the statement that he is unversed in ac- 
counting practice and naturally sees the question from the “economic” 
point of view and that of abstract theory, which inclines toward the 
position of Mr. Scovell. From this standpoint it strikes him that 
accounting science is still in transition from a state in which its con- 
cern was that of recording the past to one where it is rather the con- 
trol of the future. In the old view, the practical purpose of accounts is 
to afford a basis for the distribution of the fruits of the enterprise be- 
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tween the enterprise itself and the various equities represented in its 
proprietorship. In the new view this function, while remaining indis- 
pensable, yields more and more in relative amount of attention re- 
ceived to that of the determination of policy or management. From 
the old point of view it seems to make no substantial difference in 
principle whether the income of the owners be regarded as a single 
category, profit, or divided into two, interest at some “reasonable com- 
petitive rate” being separated from profit in a narrower sense. From 
the economist’s standpoint, with regard to explaining the workings of 
competition in fixing prices and allocating resources, the distinction is 
always necessary and has always been made. From the standpoint of 
the business itself, it is a matter of convenience, and the argument 
from convenience is overwhelmingly on the side of treating the owner’s 
return as a unit. 

When the matter is considered in the light of the managerial prob- 
lem, however, all this is changed. In so far, indeed, as a business is a 
fixed and indivisible unit, and the only managerial question is that of 
“to be, or not to be,” it is not changed; but most businesses do not 
have at all the character of fixed and indivisible units—or the man- 
agerial problem practically would not exist. And, as Mr. Scovell 
has made superlatively plain, there is no practicable way of making 
comparisons except by reckoning interest as a cost in the case of each 
alternative. 

At this point, however, the theorist must suggest a criticism. Log- 
ically speaking, it is surely clear that the base for figuring interest as a 
cost is not, as Mr. Scovell argues (chapter vi), the original cost 
of equipment, etc., but the divertible investment or “opportunity cost” 
of any alternative—not what has been put into things, but what might 
be taken out of them for any other purpose. Logically speaking, no 
fact of the past has in itself any significance at all for management. 
Policy determination looks exclusively to the future. Historical cost 
may be practically the most serviceable guide to opportunity cost, but 
certainly it is a poor one, and the manager’s case is sad if he can find 
nothing better to rely on. During the recent period of rising and fall- 
ing prices, American business would have been billions of dollars bet- 
ter off if some cosmic catastrophe could have obliterated all its cost 
records and all memory of them and forced the managers to think in 
terms of current values. Thus the “transition,” to the new managerial 
standpoint in accounting is still incomplete, even in this book. Per- 
haps it can never be fully consummated. There are limitations on the 
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practicability of a “logical” point of view, as is obvious even to a tyro 
in accounting. It is hard to say how far into the future business pol- 
icies should attempt to look, how stable they have to be in the face of 
fluctuating conditions, and the like. 

However, it is a good book, an able piece of analysis and a read- 
able piece of writing. It covers the ground of the problem attacked, 
briefly but thoroughly, and contains much interesting incidental in- 
formation. 

Frank H. KNIGHT 


UnIversity oF Iowa 


Managerial Accounting. Voi. 1. By J.O. McKinsey. Chicago: 
University of Chicago Press, 1924. Pp. xvi+-655. $4.00. 
This work begins with a discussion of the relation between “stand- 

ards and records” and business administration and an outline of the 

chief characteristics of “standards and records.” There follows (Part 

II) a consideration of the organization (the controller’s department) 

required to render effective the control of operations through the use 

of “standards and records,” including an examination of the account- 
ing and statistical divisions and a discussion of organization for budg- 
etry control and office management. Chapters viii—xii deal essentially 
with the construction and analysis of balance sheets and income re- 
ports, avowedly from the point of view of the needs and interests of 
the executives immediately concerned. Parts IV, V, VI, and VII, a to- 
tal of eighteen chapters and 374 pages, treat of “sales control,” “pur- 
chasing control,” “traffic control,” and “production control,” respec- 
tively. The section dealing with production contains a considerable 
amount of material which might be described as elementary cost-ac- 
counting. 1t may be added that a second volume with the same title is 
expected to appear shortly, and that this will contain (according to 
the announcement in the Preface) a treatment of the following topics: 

“personnel control,” “plant and equipment control,” “branch-house 

control,” “investment control,” “control of liabilities,” “expense con- 

trol,” “financial control,” the “financial and operating program,” “pro- 
prietorship control,” and “profits control and distribution.” 

The book is intended primarily as a text for college students of 
accounting who have already had some introduction to the field. The 
author accordingly assumes that the reader has a knowledge of the 
double-entry system and is familiar with the principal journal and 
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ledger devices, periodic operations, and the other orthodox subject- 
matter of elementary accounting, and devotes his attention largely to 
a consideration of the application of accounting and statistical meth- 
ods and procedures to the immediate problems arising in connection 
with the various phases of operation and management. In the main, 
the results of this assumption are satisfactory. At certain points, how- 
ever, a more precise discussion of the accounting entries as such would 
be helpful. In the chapter on “organization for accounting control,” 
for example, the functions of the various suggested subdivisions of the 
staff and the relationships between the different units could be indi- 
cated more effectively by means of illustrations in terms of definite 
transactions and entries. As a text the book is very well organized and 
is well written. The questions and exercises included at the ends of 
chapters furnish real assistance to both student and teacher (although 
in places they are perhaps unduly vague), and the chapter references 
are also valuable. 

In the judgment of the reviewer, Professor McKinsey is undoubt- 
edly justified in insisting upon the importance of the managerial point 
of view for the college student of accounting. Certainly it has been 
true that our courses in accounting have been unduly influenced by 
the needs and interests of the public accountant in his rather narrow 
auditing capacity. Further, there is no doubt that in M/anagerial Ac- 
counting the author has done a very creditable piece of work, particu- 
larly in view of the fact that this is a pioneering effort. On the other 
hand, there is room for substantial difference of opinion as to the 
amount of time which should be devoted to such material in the repre- 
sentative school of business administration, and as to how far it is de- 
sirable to go in incorporating subject-matter of this character into the 
accounting program. It may be doubted, in other words, if it is expe- 
dient to comprehend under the head “accounting” a discussion of man- 
agerial problems and their control which is sufficiently broad virtually 
to serve as an introduction to the whole field of business administra- 
tion. May not much of this material be more appropriately and ef- 
.vctively dealt with in courses in sales, finance, production, etc.? And 
may not “managerial accounting” proper be adequately cared for by 
means of some change in emphasis and some modification of subject- 
matter in the more or less conventional courses in accounting princi- 
ples, especially if such courses are followed by a thorough course in 
cost accounting? 

A few minor criticisms, largely applying to Part III, may be of- 
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fered. In opening the discussion of “administrative reports” Professor 
McKinsey indicates that there are many types of such statements, and 
then disappoints the reader by relying entirely upon the conventional 
balance-sheet and income sheet for illustration and discussion. It 
would seem, also, as if the author had overlooked an opportunity in 
this section in failing to attack the problem of rendering comparative 
statements more effective through the elimination of the effects of 
price changes. Further, in considering the arrangement of items in the 
financial statements and in suggesting bases of valuation for assets, 
the author appears at a number of points to be depending upon the 
conventional point of view of the professional auditor rather than that 
of the operating management. For example, it seems clear that the 
valuation of inventories on the basis of “cost or market, whichever is 
lower” (recommended on page 176), is a counsel of conservatism of- 
fered by the public accountant, and is not consistent—in the typical 
case—with the true interests of the executives in charge of operation. 
It may be noted, in addition, that certain rather questionable account- 
ing doctrines are indorsed (either directly or by implication). Exam- 
ples are: (1) the approval of a balance sheet in which treasury stock 
is listed as an asset (pages 174-75); (2) the treatment of purchase 
discounts and sales discounts as additions to income and deductions 
from income, respectively; (3) the treatment of unaccumulated dis- 
count (“prepaid interest”) as a legitimate current asset; (4) the 
adoption of the view (page 191) that implicit interest on investment 
is a true expense of operations from the standpoint of the accountant. 

These points, of course, do not detract materially from the very 
real merit of the book. 

W. A. Paton 


UNIVERSITY OF MICHIGAN 


Principles of Wage Settlement. By Hersert Frets, PH.D. New 
York: H. W. Wilson Co., 1924. Pp. 452. $3.50. 


The cover title of this volume is misleading but is corrected in the 
full title: “A Collection of Decisions Presenting Principles of Wage 
Settlement.” 

Professor Feis disclaims systematic effort to analyze the “eco- 
nomic characteristics and consequences” of the collection of decisions, 
stating that he attempted to do this in a previous volume, Principles 
of Wage Settlement. The book is “an attempt to put into order, so 
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necessary for analysis and judgment, the large variety of contentions, 
principles and theories which are supported in wage controversies.” 
The arrangement of contents is “designed to bring out the relationship 
of each of these contentions, principles and theories to the others.” 
The book may thus be said to be a case book for the previous volume. 

If the shortcomings of the volume recognized by the author and 
set forth in his Introduction are kept in mind, the book should prove 
instructive to many readers. It cannot be overemphasized, however, 
that the deduction of principles from the bare facts of a decision is apt 
to be unsound and misleading. What lies back of the arbitrator’s mind 
is not always known to the arbitrator, however agile he may be in 
assigning reasons for the decision. The play of economic forces, the 
circumstances leading up to the case and of the moment, expediency— 
all have their place. Moreover, it must be borne in mind that fre- 
quently arbitrators are not legislators and are bound by the explicit 
terms of an agreement. Thus they are not free—perhaps fortunately 
—to mete out their own conception of abstract justice. 

In the selection of decisions any arbitrator would find occasion 
to take exception, either because he was not quoted sufficiently or be- 
cause knowledge of the circumstances surrounding some decisions 
lessens their importance as illustrations of principles. Most of the 


war-time decisions must be viewed in the light of an unusual and ab- 
normal situation demanding emphasis upon certain principles. But 
the same may be said of any decisions worthy of inclusion. What is 
needed is a more thorough examination of the determining circum- 
stances in any given case, and these are not revealed always in the 
decision. 


Witb the analysis of contentions, principles, and theories this 
review is not concerned. Attention to this would be more pertinent 
in a review of the earlier volume. In passing, it may be said that a 
twofold grouping representing conflicting interests would be more 
desirable. 

The Bibliography and sources appearing at the end of the volume 
are highly useful and revealing. Their citation alone is indicative of 
the author’s familiarity with the literature. Omissions are apparent, 
of course. Jungann’s Der Staat als Schlichter gewerblichen Streitig- 
keiten in den Vereinigten Staaten, Kanada und Australien and Car- 
dozo’s The Nature of the Judicial Process—to mention but two— 
should be included by all means. The former is a bold assertion of 
what determines successful arbitration; the latter is a careful analysis 
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of the mental processes and considerations in judicial determination 
of issues. 

In spite of the limitations of the volume, students of the problem 
of wage determination are indebted to Professor Feis and to the pub- 
lishers for access to material which would not be readily available 
otherwise. 

B. M. Squires 

Cur1caco, ILLInoIs 


Readings in the Economic History of American Agriculture. By 
L. B. Scumipt and E. D. Ross. New York: Macmillan, 
1925. Pp. xii+-591. $3.50. 

This is a book of selected readings designed for use as a text in 
discussion courses in agricultural economic history, and as background 
reading for courses in agricultural economics. After the preliminary 
of a General Introduction, the authors arrange the selections in the 
following order: “Part I, Colonial Foundations, 1607—1776”; “Part 
II, Plantation and Frontier, 1776-1860”; “Part III, The Agrarian 
Revolution and the Settlement of the Far West, 1860-1914”; “Part 
IV, Reorganization and Readjustment, 1914-1924.” Each part is 
prefaced by editorial comment. 

In the formative period of a subject of study (the authors agree 
that an acceptable economic history of American agriculture is still to 
be written) there is excuse for a book of selections. Indeed, the qual- 
ity of these selections is uniformly good, and they are fairly represen- 
tative of the periods they cover. Difficulties in keeping a close se- 
quence, and especially in preserving the same scale and perspective in 
the many selections, are not wholly overcome, but these are difficulties 
inherent in the method. 

Part of the General Introduction, or of Part I, might well have 
been used to tie back to English and Continental origins both as to 
land tenure and systems of agriculture. The influence of English agri- 
culture upon American practice in the breeding of live stock is not 
given consideration. 

In the discussion of the early periods, up to 1860, there is too 
much emphasis upon the commercial aspects of agriculture. The local 
organization of agriculture seems to have been more typical in these 
years. Especially deserving of more space is the household industry 
which prevailed upon the farm. 
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Even more important to consider is the omission of any discussion 
of the effect of transportation on the opening up of the West. The 
westward progress of the wheat, corn, and live-stock industries can 
hardly be explained unless cheap transportation be assumed. 

The development of a trade organization tracing from the country 
buyer to the present elaborate system of middlemen in the agricultural 
industry is yet to be described. The genesis of the conservation move- 
ment and the history of irrigation and reclamation leave one in a 
question-asking mood. 

It is comparatively easy to pile new burdens upon the authors 
who already are struggling to keep the bulk of material within bounds. 
Withal, it seems fair to say that the book as it stands gives us more 
generously than we have had before, and in a better organized form, 
materials for the study of the economic history of agriculture in the 
United States. 

E. A. Duppy 

UNIverSITY OF CHICAGO 


Problems in Business Economics. By Homer B. VANDERBLUE, 
Px.D. Chicago: A. W. Shaw Co., 1924. Pp. xix+-631. 
$5.00. 

This book is intended primarily for use as a textbook in classes in 
business policy in the Graduate School of Business Administration of 
Harvard University. Approximately a third of the book is devoted to 
a discussion of the business cycle, and the other two-thirds to prob- 
lems illustrating the experiences that might confront various com- 
panies at different periods of the cycle. 

The discussion of the business cycle and the methods of forecast- 
ing business conditions is particularly interesting to both the student 
and the general reader. With reference to this phase of the problem, 
the author has restricted himself primarily to a consideration of the 
methods used in forecasting business conditions by the Harvard Bu- 
reau of Economic Research. It may be questioned whether the autho: 
is not somewhat overoptimistic concerning the success of the Burez.u 
in forecasting business conditions. It is doubtful whether their me‘h- 
ods have been perfected to the point where they give a satisfactory 
answer to the practical questions which the business executive “oust 
ask in order to plan his business accurately. It also may be ques‘ioned 
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whether it would not have been advisable for the author to indicate 
other methods of forecasting. 

“Most of the cases presented in this book are concerned with the 
problems rising out of the relationship of the individual business to 
the business cycle” (p. 38). It seems doubtful whether a book on busi- 
ness economics should be restricted to this one kind of problem. It is 
true that the ups and downs resulting from the business cycle give rise 
to many of the problems of the business executive. But it is also true 
that he has many problems to solve which are not the result of the 
business cycle. In fact, if the cycle could be entirely eliminated, the 
business executive would still have plenty of problems to challenge his 
thinking. It would seem, therefore, that the author might well have 
dealt with other problems in a text on business economics. 

It is, of course, difficult for one instructor to judge the text of an- 
other, since he does not understand fully what use the author intends 
to make of his text. It may very well be that the organization of 
courses in which this text is used makes it desirable to restrict the 
problems in this text to those which the author has included. After all, 
the main thing in training students for business life is to give them 
practice in the analysis of problems and the formulation of judgments. 
It cannot be doubted that the problems the author presents in this text 
will serve as a real challenge to students and will provide them a use- 
ful training in analysis. They will also provide much useful informa- 
tion concerning business operations. 

The book is interesting and useful reading for the business execu- 
tive, and is a distinct contribution to the literature of business. 

J. O. McKinsey 


UNIVERSITY OF CHICAGO 


The Unclaimed Wealth. By H. Assati. With an Introduction 
by J. A. Hopson. New York: The Macmillan Co., 1924. 


Pp. 190. $2.00. 

This book presents an oversaving and underspending theory of 
business depressions, with considerable emphasis on the behavior of 
the total volume of credit currency (including bank deposits) in con- 
nection with the total volume of purchasing power used or available 
for use. The chief desideratum is that the volume of currency should 
expand proportionately with production of goods, and this requires 
that all the purchasing power arising from production should actually 
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be made use of, and without delay. The money should be spent, not 
only for necessities, but for luxuries. Only what is spent is truly 
saved, and this spending will automatically create the productive 
instruments necessary to produce the goods demanded (p. 120). At 
times the argument runs dangerously near the philosophy of destroy- 
ing goods to create prosperity; nevertheless, the main thesis appears 
to have sufficient basis to be worthy of the most thorough inductive 
examination. 

The chief proposals are: first, that government should maintain 
the nation’s purchasing power by guaranteeing employment at a mini- 
mum wage high enough to make goods move off the retailers’ shelves 
as fast as the stocks accumulate, this movement being the actual 
barometer used in fixing minimum wage rates. Secondly, government 
should use its taxing and borrowing powers to maintain the volume 
of money at a constant ratio to the volume of production. An inci- 
dental proposal is that war debts should be repaid in inflated cur- 
rency, as they were incurred, even if deflation should already have 
made such progress that it would be necessary to reinflate in order to 
bring this about. It is not clear how these various proposals fit to- 
gether, except so far as they all look in the general direction of cur- 
rency expansion. 

The explanation of depressions is somewhat similar to that of 
Mr. Hudson B. Hastings, save that whereas Mr. Hastings studies the 
part corporations play in postponing the disbursement of profits to 
individual stockholders, the present author focuses attention on the 
postponement of expenditures by the individuals themselves. Prob- 
ably the best thing in the book is the Prologue, a satire on popular 
theories of reparations which has some of the quality of David Starr 
Jordan’s little masterpiece, The Fate of Iciodorum. 

J. M. Crark 


UNIVERSITY OF CHICAGO 


Readings in Marketing. By Frep E. Ctarx. New York: The 

Macmillan Co., 1924. Pp. xx-+705. $3.25. 

This book of readings has been compiled to provide supplementary 
descriptive material for a course in marketing. The chapters are so ar- 
ranged as to conform to the chapter sequence of the author’s earlier 
work, Principles of Marketing. The readings in the great majority of 
cases describe the marketing of specific products. As the book is well 
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indexed, it is possible, with some limitations, to make use of the prod- 
uct approach as well as the institutional or functional approaches to 
the study of marketing. 

Mr. Clark has performed a valuable service in assembling under 
one cover in usable form a wide variety of information. Considering 
the complexity of the subject and the dearth of information about cer- 
tain phases of it, he has accomplished a highly creditable task. There 
are many things left untouched or handled incompletely. It would be 
desirable to have a more thorough and systematic treatment of manu- 
factured products, and a more exhaustive and orderly survey of those 
basic commodities, such as the grains, upon which the author purposely 
places stress. It would be desirable to have a convincing discussion of 
market price. But these defects are not the fault of the author; the 
same weaknesses would necessarily appear in any book of readings on 
marketing at the present time. 

The readings are well selected and, with but few minor exceptions, 
are just as well arranged. They are taken from authoritative sources 
such as Federal Trade Commission Reports, and the works of authors 
of well-known marketing texts. On the whole, Mr. Clark has handled 
remarkably well an extremely broad and complex subject about which 
surprisingly few definite facts are known. 







































James L. PALMER 
University oF CHICAGO 


Accounting. By W. A. Paton. New York: The Macmillan Co. 

Pp. xvi+894. 1924. $3.50. 

The aim of the author is “to provide a satisfactory textbook for 
an intensive course in principles—a course to be followed by two 
years of advanced and specialized work.” This aim has been credit- 
ably accomplished. 

At least two features of the book merit special comment. The de- 
scriptive balance sheet approach, which has found favor widely in re- 
cent publications, is not utilized. Instead, the principles underlying 
the double-entry system of accounting are introduced immediately | 
through the expansion of the “assets equals equities” equation. This 
exposition of the oft maltreated theory of debit and credit is most re- 
freshing, but, like the treatment of some other problems, is slightly 
lacking in balance due to excessive stress on the unity of the equities 
group. Several chapters are devoted to accounting for income, a point 
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of view characteristically slighted, but perhaps deserving less emphasis 
than it is accorded by the author. 

It is to be regretted that the schools offering a single year’s course 
will not find Professor Paton’s work closely adapted to their needs be- 
cause of a lengthy treatment of technique and the omission of valua- 
tion principles. 

The book is vigorously written and well organized. It will be rec- 
ognized as one of the best of the first-year texts in accounting. 

THEODORE O. YNTEMA 

UNIVERSITY OF CHICAGO 


A Study of the Cyclical Fluctuations Occurring in the National 

Bank System during the Years 1903 to 1921. By LINCOLN 

W. Hatt. Philadelphia: University of Penn: y vania, 1924. 

Pp. 99. 

This is a statistical study of the cyclical fluctuations in fifteen 
items, such as loans and discounts, deposits, and cash in vaults, in the 
statements of condition of the national bank system. It involves a 
comparison of the amplitude and time of fluctuation of each banking 
series with those of Bradstreet’s index of wholesale prices. Before 
comparison, each series was adjusted for secular trend and seasonal 
variation, one computation being made for the pre-Federal Reserve 
period and another for the period since 1914. 

None of the more significant findings is in conflict with popular 
impressions on the subject, and the study does not attempt to go far 
in interpretation. To students of the business cycle or of banking, 
however, the results are of sufficient interest to repay perusal. 

GaRFIELD V. Cox 

UNIVERSITY OF CHICAGO 


Salesmanship. By ELMER ELLswortH FERRIS AND GEORGE 
Row.anp Cotirns. New York: Ronald Press Company, 
1924. Pp. ix+414. $3.00. 

There are perhaps three things which distinguish this text from 
most others on salesmanship: breadth of approach, arrangement of 
subject-matter, and method of attack. Some material is included 
which is seldom found in books on salesmanship. The arrangement of 
subjects is unique and, in parts, a contribution to the study of the sub- 
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ject. The problems and questions at the end of each chapter are valu- 
able for discussion purposes. 

The authors first emphasize to the student that the salesman 
should know thoroughly his company, his offering, his territory and 
prospects, and methods of distribution. In a second division of the 
text the need for specific preparation for the sale is pointed out. The 
four steps in the selling process, attention, interest, desire, and action 
are discussed here. Part III is entitled “The Sale” and deals with such 
technical matters as obtaining the interview, presenting the sales talk, 
and overcoming resistance. In two following chapters comprising Part 
IV, the authors discuss the personal equation in selling. Part V treats 
of special problems such as the use of price as a sales instrument and 
the attitude of the salesman towards advertising. In the sixth and final 
division of the text the special aspects of various types of selling are 
considered. 

The authors’ ideas about business organization certainly do not 
conform to those of most business men and students of organization. 
Where the attempt is made to develop breadth of view, the result in 
numerous instances is decidedly superficial treatment. This is true of 
chapter iv, on “Sales Routes and Factors from Produce to Consumer.” 
At times the authors, in laying down principles of general application, 
although intending otherwise, are obviously thinking only of consum- 
er’s goods. In emphasizing the importance of information to the sales- 
man it apparently is assumed that the task of collecting it should fall 
to him. It certainly may be argued that salesmen should spend their 
time seliing, and that market research should be left to a research de- 
partment. 

There are numerous statements made by the authors to which 
exception might be taken. To quote but one: “It must be remembered 
that only the large manufacturer can afford to sell directly to the re- 
tailer.” Inaccuracies are confined, however, to statements concerning 
the broad subject of marketing rather than to matters of salesmanship. 

The authors are at their best when discussing the technique of 
selling. The book would be more impressive had they either confined 
themselves to that or given more thorough treatment to related ma- 
terial. 

James L. PALMER 

University OF CHICAGO 








